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INTRODUCTION 


The  American  people  are  faced  with  a timeless 
paradox:  How  to  attain  and  maintain  security  and  at  the 
same  time  protect  the  Incentives  that  are  Inherent  In  a 
competitive  economy. 

American  Industry  has  provided  the  American 
people  xvlth  the  highest  standard  of  living  man  has  ever 
known,  a standard  that  could  never  be  maintained  under  a 
system  of  regimentation  or  in  a governraenta lly  controlled 
economy.  This  progress  is  the  direct  result  of  the  courage, 
ingenuity  and  initiative  of  men  operating  in  all  phases  of 
our  economic  life. 

Our  progress  in  industrialization  v/ith  big  business 
and  specialization  necessarily  results  in  large  numbers  of 
people  whose  security  depends  primarily  upon  the  continuity 
of  production  of  the  companies  in  which  they  are  employed. 

In  a similar  manner,  many  business  organizations  depend  upon 
the  continuity  of  production  in  other  plants  for  their  own 
existence.  In  addition,  not  even  the  largest  corporation 
is  relieved  of  the  vagaries  of  consumer  choice  as  well  as 
the  fluctuations  of  nation-wide  or  world-wide  business 
cycles . 

Real  security  depends  upon  a maximum  production 
of  goods  and  services  by  every  man,  machine  and  unit  of 
capital  but  such  production  in  turn  depends  upon  the  vitality 
of  the  business  system  and  those  organizations  which  furnish 
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a livelihood  for  the  great  mass  of  people.  Any  force  that 
tends  to  weaken  the  strength  of  our  economy  also  threatens 
the  security  of  our  people. 

Management  is  faced  with  a serious  problem.  On  the 
one  hand  it  feels  the  need  for  a flexible  organization  in 
order  to  survive  in  an  individual  competitive  economy.  On 
the  other  hand  management  is  faced  with  urgent  demands  from 
unions,  employees  and  the  government  to  guarantee  a measure 
of  security  to  the  workers.  The  problem  is  to  retain  the 
necessary  freedom  of  action  to  meet  economic  and  competitive 
changes  and  at  the  same  time  to  guarantee  a measure  of  econ- 
omic security  to  the  employees.  This  thesis  has  as  its  pur- 
pose the  Investigation  of  methods  that  may  provide  a possible 
solution  to  the  problem. 
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CHAPTER  I 


CURRENT  DEVELOPEMEHTS  TOWARD  STABILIZATION 

It  seems  doubtful  that  industry  can  continue  to 
ignore  the  problem  of  stabilization  much  longer.  More  and 
more  pressure  is  being  exerted  by  various  groups  to  gain 
greater  economic  security  for  the  great  mass  of  American 
workers.  The  government  as  well  as  unions  are  in  back  of 
these  plans  determined  that  their  ideas  will  become  a reality 
Stabilization  is  no  longer  a possibility  but  a definite  prob- 
ability. Both  the  government  and  the  unions  stand  ready  to 
act  unless  industry  first  shov/s  a willingness  to  move  toward 
a more  stable  system  of  production.  Since  the  Great  Depress- 
ion of  the  1930 ’s  there  have  been  several  steps  made  by  the 
government  to  promote  a more  stable  economy.  At  the  present 
time  there  are  several  new  developements  that  may  indicate 
future  plans  of  the  government  and  the  unions. 

A . The  Economic  Stabi lity  Act _o f 1949^ ^ 

On  February  15,  1949  a bill  was  Introduced  in  the 
House  of  Representatives  ”to  implement  the  established  nation 
al  policy  of  promoting  maximum  employment,  production  and 
purchasing  power  and  for  other  purposes  (2 ) This  act,  to  be 
cited  as  the  "Economic  Stability  Act  of  1949",  was  referred 
to  the  Committee  on  Banking  and  Currency. 

In  general,  the  act  provides  for  the  necessary 
mechanisms  so  that  the  government  can  act  to  stabilize  pro- 


(1)  81st.  Congress,  1st.  Session,  H.R.  2756 

(2)  Ibid  page  7 
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ductlon  by  edict  whenever  industry  indicates  that  it  can 
not  or  will  not  Initiate  action  of  its  own.  An  article  in 
Factory  Management  and  r«'ia intenance  ( 1 ) suggests  that  the  gov- 
ernment has  adopted  an  attitude  of  stabilize  or  else. 

YiTiile  the  government’s  attitude  is  still  uncertain  this 
article  also  states  that  the  government  will  become  Involved 
in  stabilization: 

the  first  time  it  can  point  to  any  failure 
on  the  part  of  industry  to  do  those  things 
which  it  can  convince  the  public  would  lead 
to  a depression.  Practically  speaking  in- 
dustry is  faced  with  an  unfriendly  admin- 
istration looking  for  an  excuse  for  a power 
grab.  Failure  of  industry  to  do  everything 
possible  to  stabilize  production  would  be 
just  the  kind  of  excuse  the  down  on  business 
bureaucrats  are  looking  for.  To  the  extent 
that  industry’s  efforts  fall  short  of  being 
completely  effective  there  v;ill  be  a con- 
tinuing danger  of  government  intervention. 

That  is  why  it  is  so  vitally  Important  that 
industry  set  its  stabilization  plans  in 
motion  now.  (2) 

^^rovisions  of  the  Act . 

The  more  important  provisions  of  this  proposal 
are  as  follows; 

a.  Promotion  of  Production  and  Supply.  This 


section  of  the  act  allowrs  the  President  to 
develope  and  administer  such  Federal  pro- 
grams at  home  and  abroad  as  may  be  needed  to 
supplement  the  efforts  of  private  enterprise 


(1)  Factory  Management  and  Maintenance,  April,  1949  Part  I 

(2)  Ibid  page  8 


y^'t^.ii.t'brA  v, 'Ij' •3;'’ ' vi  \.y;:-fi'  '•.,  ’ ^V;  w^r•^5|J^ 


^•J.  v;.\'ir 


^ •'  ' ■':  I ,'  DA  v.'  c ’ r ■ , V ' .1 V . 1 .'I  j v.  • . 


v:\sj'  :f  F.n.i  ■ 1 B • ,.,jL  b(  -t ) 0*)/Tn \ J n ’ 


•X'-'  '\c  rc.  . < 


G ' .:' J.  '1  J. 

oX 

X..  0 

• 

.rxx 

fa  G ' 

‘ v‘£  ‘ 

'♦  •• 

-* 

' I 

. r-r-ati? 

vni  J 

•Q 

OC' 

V'  i ■ 

• 

Xx^. 

h «■ 

' VC:,: 

0.  ^f. 

:r>i 

0 

r 

t , 
> 

; nn  ? 

' L 

■ 

1 

( ^ 

t 

i,. 

' b,i 

X'-  ;Ct.. 

rteo 

J • 

KyfA 

e Ar  f V 

V «•  4 .*  J 

r 

f 

■i  ch 

1 

\ 

> 

f 

* V.' 

'X^:;  '•'  ■:-f 

' p 

: 

I 

n i \l 

Al  •*“ 

• t»Viv  0 

V 

0 1 /i£ 

lr'>- 

-i.  \ 

V.’ 

/ 

. r 

i*/' 

' 0^3;,; 

. 

0 

• • f.> 

;4<V/  r .S  p 

/ >4 

"’hi 

'■  X-^' 

.'  * X'  j 

Ifi^j  r,A 

r.i 

■ i 

'..  '‘tJO  if '; 

O' 

CiX 

■iC^ 

* n . 

::■/  Cf.r. 

r»  * 

« ^ 

•;oI 

U-  ' r*  'i 

K-  - X. 

; '£  I ' 

tn 

O'  V S 

c 

' ^ w 

, , f > • 

» • - .i 

nr. : 

• c 

** 

t-fX 

’. ' ' ■ . '■ 

r 

n 

vn  '. 

I‘r: 

4k,' 

** 

-w  f 

♦■JC* 

ir' 

iJ- 

•''.ti'  5k‘ 

•■>5 

»“> 

br: : 

'Itrlrt  ^ 

••  » 

% 

' ' , 

. ^ r 

r .;,; 

tLirf 

i"*  * 

- . ', 

/ r'  *T  • jf 

to  *1 

1 

V •* 

''.i/hui 

-nc 

a 

' 

lil^ 

e*  ":.U' 

••'V 

• .4 

,> 

"a 

v-^ 

'•or- 

1 

o i '. 

1 

» * • ' *' 

• -- 

If  ■-• 

V.  1 i 

“^5  'n'  . 

. A -L 

^ r iz 

/•* 

r 

:/<k,'iv 

^ A 

•> 

* 

1 X 

-■-•  .j 

/ 

f 

* 

B.:rl 

ftoX?  - ' 

' vj 

-.4  ? 

v;*xXG. 

i ^ 

(X 

) 

• 

viT>r  fTf'  ■ 

c:r 

j T ,'c  o*ir  c 


.vO/.  *5 

K5  onarfior  a'At 


1 <•: 


.•_!  v;t<-l  licifi  zolitii  ic  :'  ■:icr-r.,'f~ 


r-i  o:  ^’:::'i'  . .-oilr,  ;?r.8  lo  rr'i.ic^  ; 

- •;  0.^*  'vr y.  jlovfjij 

f ^ ->f,"  ■'  Vi7‘"  **^r  I'j”?’'  ''TTL'”  '{  »t  r ;'“*r 

o?- iTT' 1=  ;j no  c«"v)'ic  '!r-  ‘ To  ^ firr  fL;  - 1'» 


. :inefn’%^c 


. (X) 
.-'O"  (S) 


/ • ■•. 


9 


in  achieving  the  quantity  goals  for  certain 
materials  and  supplies. 

b.  Construction  for  Capaci^  Expansion.  This  pro- 
vision allows  the  President  to  create  the  mech- 
anisms necessary  to  construct  new  industrial 
plants  whenever  and  wherever  he  believes  that 
such  new  plants  will  lead  to  a more  stable 
economic  system. 

c.  Priorities  and  Allocations.  Through  voluntary 
and  mandatory  provisions  the  President  will  be 
given  the  authority  to  set  up  priorities  and  to 
allocate  such  materials  and  supplies  as  he  deems 
necessary. 

Establishing  Maximum  Prices.  Under  this  pro- 
vision the  President  m.ay  require  any  seller  to 
give  60  day  notice  before  the  prices  of  certain 
commodities  can  be  increased. 

e.  Wages . Employers  will  be  allcv/ed  to  increase 
wages  of  workers  if  they  desire  but  v/ill  not  be 
allov/ed  to  reflect  any  increase  in  cost  in  sell- 
ing price  until  six  months  after  the  wage  in- 
crease. This  will  be  true  unless  the  seller  can 
prove  that  the  v;age  increase  v/as  due  to  changes 
in  the  cost  of  living  of  the  workers  or  to  adjust 
other  inequities  in  the  wage  structure. 

It  is  not  the  purpose  of  this  paper  to  evaluate  this 


proposal.  However,  the  presentation  of  such  a bill  to  Congress 
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indicates  the  current  thinking  of  some  of  our  lawmakers.  It 
is  up  to  industry  to  stabilize  production  and  prove  to  the 
lawmakers  that  compulsion  is  not  necessary. 

Proposal  to  Stabilize  Farm  Income_. 

With  the  prices  of  farm  comm.odities  on  the  down- 
swing and  the  plight  of  the  farmer  in  past  depressions 
still  on  the  minds  of  government  officials,  a proposal  has 
been  made  to  Congress  to  guarantee  the  incomes  of  farmers 
through  law. 

Secretary  of  Agriculture  Brannan  has  presented  a 
plan  to  Congress  that  will  guarantee  the  farmer  ^26,000,000, 
000  of  income  per  year.  Already  the  government  has  put  up 
$2,500,000,000  in  its  price  support  plan.  The  new  plan  will 
allow  the  prices  of  commodities  to  decline  and  the  govern- 
ment assures  the  farm.er  of  a stable  income  through  payments 
from  the  treasury.  In  other  v;ords,  the  government  stands 
ready  to  guarantee  the  farmer  84^  of  the  $31,000,000,000 
that  he  received  in  1948,  the  all-time  high.  Should  the 
price  that  he  receives  for  his  products  be  insufficient  to 
give  him  the  desired  profit,  the  government  will  make  up 
the  difference.  It  is  apparent  that  the  government  is  mov- 
ing back  toward  overall  planning  and  direction  of  the  farm 
industry. 

C . ^r oposal  of  the  United  Mine  Workers . 

Another  attempt  to  guarantee  income  and  promote 


(1)  United  States  News  and  World  Report,  April  15,  1949 

(2)  The  Boston  Herald,  March  21,  1949,  page  13. 
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security  for  -workers  comes  from  5 locals  of  the  United  Mine 
V/orkers  in  the  Scranton,  Pennsylvania  area.  The  locals 
have  asked  their  union  scale  committee  to  insert  a clause 
in  their  next  contract  to  guarantee  $25,00  per  week  to  all 
idle  mine  workers.  ‘‘‘he  locals  adopted  a resolution  that  would 
require  management  to  pay  this  amount  to  each  idle  worker 
out  of  their  own  pockets.  This  is  a guaranteed  income  for 
idlemess  from  any  cause  such  as  the  recent  memorial  holiday 
and  is  not  designed  to  supplant  the  State  Unemployment  pro- 
visions . 

D.  Conclusions . 

There  are  many  laws  today  that  control  and  limit 
the  operation  of  industrial  organizations.  Many  of  these 
laws  are  necessary,  that  will  not  be  denied.  Hov/ever,  it 
should  be  remembered  that  every  law  that  is  aimed  at  industry 
restricts  the  freedom  of  industrial  management.  Unless  in- 
dustry is  resi,gned  to  operation  through  edict  it  should  in- 
vestigate the  proposals  of  unions  and  the  government  v;ith  a 
view  tov/ard  arriving  at  the  same  goals  through  a system  of 
free  enterprise. 
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CHAPTER  II 

THE  MEANING  OF  UNSTABLE  OPERATIONS 
The  subject  of  Stabilized  Operations  in  Industry 
is  one  that  should  concern  all  business  men  and  individuals 
alike.  This  is  especially  true  since  no  one  can  hide  from 
the  effects  of  instability  and  nearly  everyone  can  gain 
from  a stable  economy.  The  present  unstable  nature  of  our 
economy  results  in  periods  of  prosperity  followed  by  periods 
of  depression  in  an  ever  expanding  cycle.  We  gain  in  periods 
of  prosperity  only  to  lose  most  or  all  of  these  gains  during 
the  period  of  depression. 

Today  we  are  in  the  process  of  reaping  the  grim 
harvest  of  World  War  II  with  its  high  level  of  production, 
incomes  and  prices.  This  is  also  a period  when  business  men 
and  individuals  alike  are  determined  to  get  as  much  now  for 
themselves  as  they  possibly  can  for  fear  of  the  future.  This 
psychological  aftermath  of  the  War  and  our  current  period  of 
prosperity  is  something  that  is  hard  to  explain  in  economic 
terms  yet  this  attitude  of  mind  if  continued  is  sure  to 
affect  the  course  of  our  business  activity  and  the  welfare 
of  our  people  in  the  years  to  come. 

Throughout  history  periods  of  prosperity  have 
always  been  followed  by  periods  of  depression.  These  ups 
and  downs  in  our  economic  activity  seem  to  be  increasing  in 
Intensity  with  the  passing  of  the  years. (See  Figure  1)  In 
tracing  the  course  of  a typical  business  cycle  it  is  well  to 
remind  ourselves  that  production  in  modern  economic  society 
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is  highly  specialized,  that  it  is  characteristically  based 
on  the  extensive  use  of  credit,  and  that  in  consequence  of 
both  of  these  facts  there  is  an  economic  interdependence 
among  producers  which  accentuates  every  period  of  pros- 
perity and  also  every  period  of  depression.  Specialized 
production  on  a large  scale  is  possible  because  a mar- 
velously intricate  exchange  system  has  been  built  up.  At 
the  same  time  this  very  exchange  system  created  by  man  to 
extend  the  scope  of  his  economic  activity  has  greatly  in- 
tensified his  interdependence.  Agriculture,  industry,  trade, 
transportation,  finance  and  other  productive  enterprises  are 
today  all  interdependent.  If  any  one  of  these  fails  to  fun- 
ction in  harmony  with  the  rest  the  economic  system  may  become 
seriously  intemipted.  It  is  safe  to  say  that  a period  of 
prosperity  creates  a risk.  The  longer  the  period  of  pros- 
perity, the  greater  this  risk  becomes.  The  constant  risk  in 
the  prosperity  phase  of  the  business  cycle  is  that  economic 
activity  will  over-reach  itself;  that  new  commitments  will 
outrun  the  prosperity  earnings  which  must  sanction  and 
support  them.  Stresses  begin  to  accumulate  which  ultimately 
reach  the  breaking  point.  In  order  to  protect  itself  against 
the  future  Industry  tends  to  exploit  the  period  of  prosperity. 
V/hen  it  is  felt  that  exploitation  results  in  approaching  the 
breaking  point  activity  is  curtailed  for  fear  of  the  future. 
This  fear  results  in  lov/er  expenditures  by  people  and  in- 
dustry which  eventually  reaches  back  to  the  source  of  in- 
dustrial activity.  Thus  production  is  cut  back  and  even- 
tually incomes. 
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This  fear  of  economic  instability  that  generates 
during  periods  of  prosperity  is  probably  the  greatest  single 
obstacle  in  the  planning  for  long  run  activity;  it  results 
in  a '’bust  and  boom”  economy  that  will  continue  until  the 
fear  itself  has  left.  If  this  fear  can  be  removed  through 
stabilized  operations,  production  can  be  planned  further 
into  the  future  with  a resulting  stabilization  of  employ- 
ment, incomes  and  prices. 

In  a world  troubled  with  ”isms”  of  all  types 
which  v/e  try  at  great  cost  to  suppress  we  should  be  es- 
pecially concerned  over  the  problems  of  economic  Instability 
because  of  the  effect  upon  the  American  people  and  American 
institutions.  Of  man’s  many  Inborn  desires,  two  at  least 
are  outstanding;  the  desire  to  be  free  and  the  desire  to 
exist.  It  is  upon  these  two  basic  desires  that  many  of 
our  American  institutions  are  founded.  Man  wants  to  be  free, 
free  to  select  the  job  of  his  choice,  the  home  of  his  choice 
wherever  he  may  want  them.  On  the  other  hand,  man  wants  to 
exist  and  will  sacrifice  most  anything  to  fulfill  this 
desire.  Of  these  two,  the  desire  to  exist  is  far  stronger. 
These  basic  desires  bear  on  the  problem  of  stabilization 
in  a very  direct  manner.  If  American  Industry  and  American 
institutions  are  not  able  to  give  man  the  stable  existence 
that  he  desires  due  to  the  ’’bust  and  boom”  economy  he  may 
quite  easily  fall  victim  to  the  propaganda  of  the  ”lsms”. 

The  proponents  of  the  ”isms”  have  as  one  ma'n  selling  point 
the  guaranteeing  of  an  existence.  It  is  then  in  the  inter- 
est of  the  American  way  of  life  that  we  study  this  problegi. 
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The  dignity  and  nature  of  man  requires  that  he 
have  a steady  income  in  order  to  sustain  consiunption.  day 
by  day,  year  in  and  year  out.  It  is  easier  for  a man  and 
his  family  to  adjust  themselves  to  a modest  but  regular 
income  than  to  a higher  but  irregular  income.  Job  stability 
is  a means  to  this  end.  Stabilized  operations  is  the  sponsor 
of  job  stability.  By  providing  for  adequate  opportunities 
to  work,  to  save  and  to  invest  we  can  also  raise  our  stand- 
ard of  living  to  higher  levels.  These  should,  be  the  major 
objectives  of  American  enterprise  and  this  thesis  is  de- 
signed so  that  v;e  may  more  fully  realize  the  magnitude  of 
the  problem  and  to  uncover  a possible  solution. 

There  have  been  many  attempts  to  solve  this  pro- 
blem through  a plan  of  annual  wages.  While  in  some  Isolated 
cases  these  plans  have  developed  successfully,  there  is  a 
strong  feeling  today  that  the  answer  to  economic  security 
lies  in  stable  operations  rather  than  in  the  annual  wage. 

This  thesis  therefore  seeks  to  get  to  the  root  of  the  pro- 
blem which  will  bring  economic  security  on  a more  gsnulne 
basis. 
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CHAPTER  III 

t::e  case  of  tee  guaranteed  annual  wage 

The  drive  for  economic  security  on  the  part  of 
American  wage  earners  and  their  representatives  has  forced 
the  American  public  and  Industry  to  consider  the  possibility 
of  an  annual  wage  guarantee.  In  the  suimner  of  1945  the  Nat- 
ional War  Labor  Board  ordered  a guaranteed  work  plan  to  be 
included  in  a labor  management  contract. Government  re- 
search projects,  the  result  of  a presidential  conL-iiit bee, 
have  been  appointed  to  study  the  problem  of  annual  wages 
which  are  described  as  an  effective  means  to  reduce  both 
the  seasonal  and  cyclical  effects  of  unemployment.  The  pro- 
ponents of  annual  wage  plans  believe  that  they  are  well  worth 
their  keep  through  their  influence  in  maintaining  purchasing 
power,  an  essential  to  a stable  economy.  Several  experiences 
on  the  part  of  industry  tend  to  validate  this  belief. 

There  are  at  least  S50  firms  in  the  Unites  States 
that  have  some  form  of  guaranteed  annual  wage.^^^  Such  a 
plan  may  Involve  the  guarantee  to  pay  a minimum  annual  wage 
regardless  of  the  time  worked  or  it  may  involve  a guarantee 
of  employment  for  a minimum  period  of  30,40,  or  50  weeks  per 
year.  The  plans  in  operation  usually  do  not  extend  to  all 
employees.  Proctor  and  Gamble  for  example  will  guarantee  48 
weeks  of  work  per  year  to  hourly  employees  who  have  been 
with  the  company  for  24  consecutive  months.  State  unemploy- 

(1)  and(2)  Latimer,  Murray.  Research  Report  to  the  President 
on  Guaranteed  Annual  Wages.  Office  of  War  Manpower  and  Re- 
conversion, Washington,  D.G.  1947 
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ment  insurance  will  give  some  protection  during  the  balance 
of  the  year. 

Analysis  of  past  employment  experience  will  reveal 
an  array  ranging  from  industries  where  employment  is  highly 
fluctuating  to  those  with  highly  stabilized  employment.  The 
guaranteed  wage  can  be  adjusted  in  a flexible  manner  to  the 
requirements  of  different  industries.  All  Industries,  within 
limits  imposed  by  th6  nature  of  the  industry,  could  operate 
under  some  form  of  guaranteed  wage  even  if  on  a limited 
basis.  If  all  Industries  would  establish  guaranteed  annual 
wages  on  some  basis  there  would  result  a minor  stabilization 
of  incomes  and  a gain  towards  security.  The  gain  thus  made 
could  be  used  as  a starting  point  for  a less  limited  guar- 
antee, Such  a plan  however,  would  probably  fail  unless  in- 
dividual firms  joined  together  so  that  the  program  would  be 
self-supporting . 

In  connection  with  the  annual  wage  it  is  necessary 
to  remember  that  only  a part  of  the  workers  who  enter  the 
labor  market  during  any  year  can  be  considered  full-time 
Y/orkers.  The  National  Planning  Association^^  )estiinates 
that  for  the  year  1950  there  will  be  11  million  seasonal 
and  irregular  v;orkers,  1.7  new  workers,  1.3  old  people 
retiring  from  the  labor  market.  The  latter  two  figures  are 
in  millions.  During  this  year  there  will  be  52  million 
full-time  members  in  the  labor  market  employed  out  of  a 
total  of  66  million.  A distinction  must  be  made  between 

(1)  National  Planning  Association,  ’’National  Budgets  for 
jEhill  Employment” 
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(l)the  number  of  individuals  seeking  work  sometime  during 
the  year,  (2)  the  average  v/orking  force,  (3)  the  full-time 
members  of  the  labor  force.  The  annual  wage  guarantee  can 
cover  only  a part  of  the  last  group  mentioned.  The  guaran- 
teed annual  wage  is  no  panacea.  If  relied  upon  alone  to 
promote  economic  security  it  would  fail. 

While  it  is  true  that  the  guaranteed  annual  wage 
plans  to  promote  a degree  of  economic  security  to  the  work- 
er it  should  be  borne  in  mind  that  they  do  not  perform  this 
good  without  giving  rise  to  certain  evils.  Because  of  the 
critical  need  for  greater  economic  security  there  has  been 
little  unfavorable  criticism  of  annual  wage  plans  since  the 
matter  became  one  of  national  Importance.  Professor  S.H. 
Slichter  of  Harvard  has  mentioned  repeatedly  that  security 
has  its  place  in  a scale  of  values  but  if  it  is  placed  too 
high  on  this  scale  it  will  lead  to  chronic  unemployment. 

Professor  Herman  Feldman  of  the  Amos  Tuck  School 
gives  several  reasons  why  he  believes  that  a widespread  use 
of  the  guaranteed  annual  wage  in  industry  would  not  be  bene- 
ficial. In  substance  they  are:^^^ 

1.  , It  would  increase  unemployment.  It  is  believed 

that  under  a plan  of  annual  wages  employers  will  seek  every 
possible  means  to  get  by  with  a minimum  labor -force.  Em- 
ployees are  a liability  to  management  even  under  our  present 
laws.  To  guarantee  an  annual  wage  would  make  the  liability 

(1)  Feldman,  Herman,  '^The  Regularization  of  Employment  ' 

(New  York:  Harper  and  Bnothers,  1940) 
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much  greater.  Under  our  present  Unemployment  Insurance 
laws,  for  example,  the  worker  becomes  a liability  to  man- 
agement when  he  leaves  his  employ  and  seeks  unemployment 
benefits  since  the  cost  of  this  insurance  is  borne  prim- 
arily by  the  last  employer  of  the  unemployed.  Under  a 
system  of  annual  wages  the  worker  becomes  a greater  liability 
since  the  payments  during  periods  of  no  employment  would  be 
much  greater  than  under  unemployment  insurance.  Under  Mass- 
achusetts law  a person  who  qualifies  for  benefits  receives 
a minimum  of  ^6.00  and  a maximum  of  $25.00  per  week  for  as 
many  as  23  weeks.  An  annual  wage  guarantee  to  be  effective 
would  have  to  grant  much  higher  rates;  rates  commensurate 
with  normal  salary.  With  such  a law  in  existence  an  employ- 
er is  obliged  to  hire  individuals  with  caution  since  the 
burden  of  unemployment  could  be  great.  . 

2.  It  would  discourage  the  formation  of  new  bus- 
iness organizations  since  it  would  definitely  Increase  the 
risk  of  proprietorship.  Workers  too  would  be  reluctant  to 
change  employers  if  the  change  meant  a reduction  or  for- 
feiture of  the  guaranteed  annual  wage. 

3.  It  would  tend  to  freeze  risk  capital  because 
business  men  would  have  to  provide  reserves  to  protect  the 
incomes  of  their  workers  thus  leaving  less  capital  available 
for  other  purposes.  Under  guaranteed  annual  wage  plans 

the  production  of  an  organization  and  the  payment  of  wages 
do  not  run  hand  in  hand.  Managegaent  would  be  paying  wages 
based  on  normal  production  during  periods  v/hen  production 
and  incomes  were  running  far  below  normal. 
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4.  It  would  decrease  further  the  mobility  of  labor. 
The  theory  that  labor  is  relatively  immobile  has  been  proven. 
If  a worker  should  lose  his  job  he  will  under  present  plans 
hang  around  the  area  until  another  job  shows  up.  Under  an 
annual  wage  plan  there  would  be  still  less  incentive  for  a 
worker  to  pack  up  and  move  to  an  area  where  there  is  work 
since  his  income  would  be  guaranteed  anyway. 

5.  It  would  impair  discipline  over  workers  since 
it  affords  an  opportunity  to  drav;  a weeks  pay  without  work- 
ing. Some  workers  are  socons tituted  that  they  would  not 
hesitate  to  force  discharge  in  order  that  they  might  enjoy 
the  benefits.  It  could  possiblt  affect  the  quality  of  a 
person’s  work  since  in  the  same  manner  he  will  get  paid  for 
a time  whether  he  works  or  not.  While  this  group  is  in  the 
minority  it  constitutes  a problem  from  the  point  of  view  of 
cost  and  upon  the  morals  of  the  entire  working  force. 

6.  It  tends  to  become  a substitute  for  the  un- 
employment compensation  plans  already  in  operation.  While 
it  is  true  that  guaranteed  annual  wage  plans  do  what  un- 
employment Insurance  does  they  actually  go  much  farther 
since  the  grants  to  the  worker  would  be  on  a much  larger 
scale . 

V/hen  the  issue  of  guaranteed  annual  wages  was 
brought  before  the  Carnegie-Illinois  Steel  Company  by 

(1)  ”ln  the  matter  of  Carnegie-Illinois  Steel  Corporation, 
etal  and  The  United  Steel  Workers  of  America.*’  National 
War  Labor  Board  Steel  Panel,  1946 
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the  United  Steel  Workers  of  America,  the  following  defects 
in  the  plan  were  noted: 

1.  It  would  be  preferential  of  organized  labor 
as  against  all  other  groups  due  to  seniority 
provisions . 

2.  It  v/ould  tend  to  depress  wage  rates. 

3.  It  has  no  American  precedent. 

4.  It  v;ould  put  too  great  a burden  on  employe r-s. 

5.  It  would  be  illegal. 

6.  It  would  create  innumerable  administrative 
problems . 

Because  of  the  apparent  weaknesses  in  a plan  of 
guaranteed  annual  wages  it  seems  that  some  alternative 
devices  should  be  considered  as  a means  tov;ard  economic 
security.  We  must  bear  in  mind  that  the  years  since  1942 
have  demanded  the  maximum  from  our  productive  capacities 
and  have  forced  production  to  remiln  relatively  stable  and 
at  a high  level. 

As  time  passes  on  and  the  ^demands  of  our  various 
consuming  groups  are  more  completely  satisfied  there  will 
be  of  necessity  a curtailment  of  production,  employment 
and  incomes.  We  cannot  expect  this  high  level  of  production 
to  continue  unless  we  counteract  the  natural  forces  that 
exist.  In  the  pages  that  follow  an  attempt  will  be  made  to 
define  the  problem  and  explain  logical  methods  of  product- 
ion stabilization  which  will  bring  with  it  stabilized  em- 
ployment and  inccmes  making  it  unnecessary  to  guarantee 
an  annual  wage. 
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CHAPTER  IV 

TEE  NATURE _0F JR^T A3^  OPERATIONS 
The  main  problems  of  maintaining  a stable  econ- 
omy arise  from  the  lack  of  stability  or  balance  in  the 
activity  of  our  manufacturing  enterprises.  Instability  is 
simply  a situation  where  manufacturing  activity  fails  to 
maintain  an  even  or  uniform  rate;  it  rises  far  above  the 
yearly  average  and  trend  grov/th  at  times  and  falls  far  be- 
low at  others. 

A.  Seasonal  Variations  in  Industry 

As  suggested  above,  the  instances  of  unstable 
activity  revolve  around  two  defineable  statistical  theories. 
Each  of  these  has  entirely  different  characteristics  which 
require  separate  treatment. 

The  first  of  these  is  called  the  seasonal  fluct- 
uation. Seasonal  has  been  defined  as  fluctuations  occuring 
within  a year  which  tend  to  recur  in  some  consistent  fashion 
from  year  to  year.  The  length  of  time  in  each  instance 
from  the  occurrence  of  the  fluctuation  to  its  recurrence  is 
a uniform  period  of  12  months.  Fundamentally,  seasonal  var- 
iations result  from  one  or  both  of  two  influences;  the 
yearly  cycle  of  weather  or  custom  or  habit  in  the  use  of 
goods  in  conventional  observance  of  certain  social  seasons. 

Due  to  variations  in  the  weather,  seasons,  it 
becomes  necessary  to  produce  certain  goods  during  certain 
times  of  the  year.  This  is  especially  true  of  organic 
products  such  as  cotton,  wool,  wheat,  livestock  and  many 
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others  too  numerous  to  mention.  The  weather  is  not  only 
responsible  for  the  production  of  these  goods  but  it  ex- 
ercises a profound  influence  on  many  other  associated  act- 
ivities such  as  financing,  transportation  and  to  a lesser 
extent  the  transformation  of  basic  products  to  more  finished 
goods . 

The  existence  of  conventional  social  seasons 
causes  a great  concentration  in  the  use  of  goods  at  certain 
fixed  times  of  the  year.  This  is  especially  true  of  retail 
sales  but  the  effect  is  carried  back  to  the  manufacturing 
operation  itself, (Seasonal  patterns  are  illustrated  in  Fig- 
ure 2,  page  25) 

B , Other  C auses  of  Seasonal  Var ia ti on_s  in  Industry 

In  addition  to  the  two  major  causes  of  seasonal 
variations  in  industry,  weather  and  custom,  there  are  three, 
perhaps  less  significant,  causes  of  the  seasonal  virifitlon. 
These  are:  limitation  of  the  sixe  of  the  market,  special- 
ization of  production  by  each  company  and  spurious  factors 
resulting  from  the  method  by  which  we  measure  time. 

The  first  two  may  be  related  to  weather  or  custom 
but  the  third  to  custom  only,  A restricted  market  often 
tends  to  increase  seasonal  variation.  Local  demands  are 
based  on  a given  climate  and  on  the  needs  of  particular 
local  industries,  or  people,  A classic  illustration  of 
this  is  the  tin  can  industry  of  the  early  part  of  the  20th. 
century.  The  production  of  cans  was  localized  so  that  each 
plant  supplied  the  demands  in  a restricted  market.  Some 


*v  nC'  . tvcntshfri 

’ ; A • f ' i T,'« 

■ ■?  :-^ 

->:.->  2'  JvC  •..r--.*c>^/-d?^f'‘-'vV  '-•C-  t;;  •»  -t  ^'.’J  -^  :.<:(] 'd.: 

. ’ ; >:* 
-,T  .M  i’ - i a<^  :8r‘ ' r»  s*:  ' 

*i«.«!f-‘5_''  » ci  ? orrnil  or: 

* .v<-  v.f r.  . -•  cl  oI  ^ ..'  .0 

i ;< 

...  . • ' 

‘ j^r'irfP,  Xurct/.'if".  t'.„  ■ lO  30n  erCt 

i ■-  . ^ < \ : 

pbcc  " .'.1  ^ 5j:^  jn:?  • . K ■'i,^ar-rr©o  ‘ u^cx^ 

X6  '-t  • - •''V.  ‘Xil' 


>~riJ  cd' 

V J.'  - • a/*^ 

.~,  • x-  -'■* 

’fJ'lXi, 

&.?  *-dr{. 

._  J cr.or- e-?  . : 

r * M ? 

(liS:  V 

-n:  nl  ■ ■' 

' - x * -:fc' 

; ^=^:  ^ * •■  o '.  <' 

!-; 

iC'  |!^  n.c  I .t  1 nl  3 -^ 


'*5 

' ■ X-,.  ^ . , . .:9. 

©'t'  ' , :J»v  -J  , Y' ’nrbfl  i!i  eitol^lT-w 

jX-:<vv  -fY  .c  ivi.ijeo  • . c ’.  ' r.,  »?  .s^X,* 

• -i»  Ton  cA'  i o -. ^ 'd. ^ -f  : 

n-iCT'jo'!  - •-•i  ' ’j;n  iv.>J.JU0  :ipps  nr  i./  ' o-tc  lo 


. . l i f'*!!.’ «^©rB  ii;.  I vet  Xjf'  -‘ '*?•  - i.x/'5l  : r:  -’'i 

I ■ ' * , i/* 

^tv 

:'}t>59fcC^‘:o  ©3  ri^i  oc'  ^A/c  0 .rJ  Cii’tl'l  ©X7 

I C*L» 'iC‘  d *i er  bed  o 1 n ? 3 ea  . oX no  ' : 


iralirolv  Tpc  'l 


.-A  » ^ . 


:c'  ^ ^ 


'ROC  :4  r/%l!’r  ^ 

1 

s'^j;i  ©e^^iar.  !■  o' 

1 

• i;r. 

..  X 0 i'icijf  j '*'(^ 

Iv  ,co.I  *;c^  * r,.p  ' 

J.30  O C 

vnv  jixjf  rt  J a 

'YJ.  :.'"EC.  i.:  • 

I.*:  b^ll  cub 

C J^ir' 

26 


plants,  for  example,  supplied  the  demands  of  fruit  and  veg- 
etable canning  centers  and  operated  at  a high  rate  during 
one  short  season  and  at  a very  reduced  rate  during  the  bal- 
ance of  the  year.  The  growth  of  larger  corporations  serv- 
ing a larger  market  has  reduced  and  probably  will  continue 
to  reduce  seasonal  fluctuations  caused  by  a restricted 
market. 

Excessive  specialize tionby  specific  companies 
with  regard  to  the  number  of  products  made  tends  to 
aggravate  the  seasonal  variation.  To  illustrate,  the 
larger  rubber  companies  wh‘ ch  in  years  past  made  only  auto- 
mobile tires  found  a great  seasonal  variation  due  to  the 
seasonal  effect  on  the  use  of  motor  vehicles.  Today,  rubber 
tires  are  made  largely  for  a spring  and  summer  market  v;hile 
rubber  foot¥/ear  and  industrial  rubber  goods  are  made  for 
other  seasons.  By  diversification,  many  industries  are  able 
to  reduce  the  seasonal  fluctuations  in  sales  and  total  fact- 
ory output. 

The  two  situations  described  above  would  have 
little  consequence  in  aggravating  seasonal  Influences  if 
labor  v/ere  perfectly  mobile.  If  labor  would  or  could  move 
according  to  seasonal  needs  it  would  have  the  same  effect, 
insofar  as  employment  is  concerned,  as  those  companies  which 
operate  in  national  markets  or  those  companies  that  have 
diversified  their  products.  However,  employment  has  been 
stabilized  and  will  continue  to  be  stabilized  more  through 
diversification  in  national  markets  than  through  the  mobil- 
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ity  of  labor. 

Neither  restricted  market  nor  specialization  is  a 
cause  of  the  seasonal  variation  since  the  production  of  any 
given  commodity  exclusively  at  a given  time  of  the  year  in 
a given  locality  is  the  result  of  the  weather  or  customs. 
Business  organizations  that  diversify  their  products  and 
cater  to  large  markets  merely  neutralize  the  seasonal  in- 
fluence. 

The  practice  of  measuring  time  by  the  Gregorian 
Calendar  results  in  spurious  factors  which  must  be  con- 
sidered in  any  seasonal  analysis.  The  month  is  conrnonly 
used  to  measure  the  seasonal  yet  it  varies  from  28  to  31 
days.  This  three  day  difference  can  produce  an  expected 
difference  of  activity  of  more  than  10%’  between  the  long- 
est and  shortest  month.  Reform  in  the  form  of  a world  cal- 
endar which  would  make  all  years  alike  and  all  quarters  of 
the  year  alike  has  been  suggested.  However,  objections 
arise  over  the  adoption  of  this  calendar  because  past  com- 
parisons would  be  difficult  and  certain  holidays  would  be 
m.ore  difficult  to  reckon. 

^ • Cyclical  Variations  in  Industry 

Of  the  various  types  of  changes  that  occur  over 
the  years  the  seasonal  is  the  shortest;  the  cyclical  var- 
iation differs  from  the  seasonal  in  two  main  respects. 

First,  the  seasonal  is  an  annual  phenomenon,  and  secondly, 
the  seasonal  reoccurs  at  predictable  times  and  with  predict- 
able intensity  while  the  cyclical  variation  is  a long-run 
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phenomenon  which  may  reoccur  at  any  time  with  all  possible 
variations  in  intensity.  Cyclical  fluctuations  usually 
follow  one  of  the  three  usual  patterns:  the  Eondratieff 
v;hich  shows  signs  of  recurrance  over  a period  of  40  to  50 
years,  the  Kitchin  cycle  v/hich  shows  signs  of  recurrence 
over  a period  of  40  months  and  the  Jugler  cycle  v/hich  shov/s 
signs  of  recurrence  over  periods  of  8 to  10  years. (1) 

It  is  not  the  purpose  of  this  report  to  discuss 
these  theories.  However,  from  the  great  variations  in  these 
theories  the  fact  is  clear  that  there  is  no  exact  measurement 
of  the  cyclical.  V/e  do  know  that  prosperity  will  be  follovired 
by  depression  but  we  do  not  knov/  when  nor  to  what  degree.  It 
is  far  easier  to  predict  the  seasonal  than  the  cyclical  but 
stabilized  production  requires  that  we  compensate  or  counter- 
act each  type  of  fluctuation. 


(1)  Business  Cycles ..  James  A.  Estey(New  York:  Prentice-IIall, 
Inc.  1946) 
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CI-IAPTER  V 

THE  NATURE  OF  I>IAFJFAC TURING  OPERATIONS 

It  is  hard  to  find  industries  where  production 
is  carried  on  at  a steady  rate.  Rather,  it  is  common  to 
find  situations  such  as  those  helow  which  describe  man- 
ufacturing activity  in  specific  industries. 

A.  Production  of  Tru^l^s 

There  are  widespread  variations  in  the  output 
of  manufacturers  of  motor  trucks  which  of  course  means 
variations  in  employment  and  payrolls.  Figure  3 presents 
a graphic  picture  of  these  changes.  From  1935  through  1947 
the  actual  output  of  trucks  has  varied  from  a low  of  85,000 
units  during  the  third  quarter  of  1938  to  a high  of  323,000 
units  during  the  first  quarter  of  1947.  This  represents 
an  overall  variation  in  production  of  330%,  If  we  consider 
solely  peace-time  years  prior  to  World  War  II  there  v/as  a 
low  of  85,000  units  as  above  and  a high  of  276,000  units 
during  the  second  quarter  of  1937.  Thus  in  a period  of  12 
months  there  was  an  overall  variation  of  328^  in  prod.uction 
measured  from  the  lower  level.  This  must  mean  a change  in 
employment  and  incomes. 

During  these  periods  of  cyclical  change  there  also 
occur  annual  seasonal  changes.  The  amplitude  of  the  seasonal 
changes  are  much  harder  to  see  graphically  since  they  are 
hidden  within  the  cyclical  changes,  Kov/ever,  seasonal 
changes  can  be  measured  by  statistical  means  and  through 
apolication  of  the  median  link-relative  method  the  following 
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seasonal  indexes  are  obtained  for  this  period; 

First  quarter  110  or  10^  above  yearly  average 

Second  quarter  103  or  3^  above  yearly  average 

Third  quarter  84  or  16/o  below  yearly  average 

Fourth  quarter  103  or  Z>%  above  yearly  average 

This  means  that  during  the  first  quarter  of  each 
year  production  7/ill  tend  to  be  10^  above  the  yearly  average, 
during  the  second  quarter  5%  above  the  yearly  average,  during 
the  third  quarter  production  willtend  to  drop  16^  below  the  . 
yearly  average  and  return  to  5%  above  the  yearly  average  dur- 
ing the  fourth  quarter.  There  is  then  an  expected  range  of 
26^  from  high  to  low  during  each  and  every  year.  Changes  in 
production  must  eventually  mean  changes  in  employment  and 
incomes;  employment  then  might  vary  as  much  as  production. 

B . Production  of  Portland  Cement 

The  manufacture  of  Portland  Cement  is  another  sig- 
nificant industry.  Here  v/e  find  the  sam.e  forces  applying 
but  to  a greater  extent  than  above. (See  Figure  4)  The  pro- 
duction of  Portland  Cem.ent  for  the  years  selected  reached  a 
low  of  1,055  thousand  barrels  during  the  first  quarter  of 
1935  and  a high  of  5,202  thousand  barrels  during  the  third 
quarter  of  1942.  This  represents  an  actual  variation  in 
production  of  493^  from  the  low  year  of  1935.  Again  v/e  must 
conclude  that  such  changes  in  production  bring  with  them 
changes  in  employment,  earnings  and  security.  Should  v/e 
consider  peace-time  years  the  change  will  not  be  as  great 
yet  it  does  show  a change  of  340fo  from  low  to  high  period. 
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The  seasonal  fluctuations  during  this  same  period 
show  the  following  dispersions  from  the  yearly  average: 

First  quarter  65  or  35^  below  the  yearly  average 

Second  quarter  108  or  Q%  above  the  yearly  average 

Third  quarter  123  or  23^  above  the  yearly  average 

Fourth  quarter  104  or  above  the  yearly  average 

C . Production  of  Pig  Iron 

In  one  of  our  more  basic  industries,  the  production 
of  pig  iron,  we  note  a sim.ilar  situation.  Production  during 
a peace  time  period  varies  from  a low  of  4,140  thousand  long 
tons  during  the  second  quarter  of  1938  to  a high  of  14,570 
thousand  long  tons  during  the  fourth  quarter  of  1941,  (See 
Figure  5)  This  represents  a long-run  change  of  over  350^ 
from  the  lower  period. 

Seasonal  fluctuations  in  this  industry  have  been 
measured  as  follows: 

102,^  or  2,2/1^  above  yearly  average 
100,5  or  ,b%  above  yearly  average 
96,8  or  3,2^  below  yearly  average 
100,5  or  above  yearly  average 

The  annual  variations  due  to  seasonal  factors  are 
smaller  than  in  the  previous  illustrations.  It  should  not  be 
concluded  that  there  is  stable  production  in  this  industry. 

The  predictable  annual  fluctuations  are  small  in  Intensity 
but  the  long-run  unpredictable  changes  are  of  major  signif- 
icance. 

The  above  illustrations  do  not  cover  all  industries 


First  quarter 
Second  quarter 
Third  quarter 
Fourth  quarter 
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but  they  do  serve  to  illustrate  the  general  changing  levels 
of  industrial  activity.  While  all  industries  v/ill  follow 
different  cyclical  and  seasonal  patterns  they  nevertheless 
all  follow  some  pattern  of  irregularity. 

D.  The  Disparity  Between  Production  and  Employment 

It  has  been  suggested  above  that  changes  in  pro- 
duction bring  changes  in  employment  and  incomes.  V/hile  the 
general  nature  of  this  theory  is  true  it  should  not  be  con- 
cluded that  employment  and  wages  go  hand  in  hand  as  product- 
fluctuates  from  season  to  season  or  even  during  the  long-run 
cycle . 

An  investigation  into  the  relationship  between 
employment  and  production  reveals  a high  degree  of  correlation 
between  these  two  factors.  A comparison  of  these  two  factors 
shows  that  employment  tends  to  fluctuate  less  than  production. 
That  is,  when  sharp  changes  in  the  course  of  production  take 
place  a far  smaller  change  in  employment  results.  Table  I 
compares  employment  and  production  in  the  steel  industry  and 
illustrates  this  point.  Over  a four  year  period,  1929  thro- 
ugh 1932  there  was  a decrease  in  output  from  4,229  units  to 
869  units,  a reduction  of  appr oxlmately  80^  from  the  1929 
output.  During  the  sam.e  period  employraent  fell  from  1,015 
units  in  1929  to  565  units  in  1932,  a reduction  in  employ- 
ment of  approximately  55%  from  the  1929  level.  Had  this 
been  a short  period  of  time,  say  a few  months,  the  condition 
would  not  be  so  surprising.  However,  to  complete  this  ob- 
servation consideration  must  be  given  to  a period  that  in- 
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volves  an  increase  in  production.  From  1932  to  1937  there 
was  a constant  increase  in  production  in  this  industry.  I'he 
relative  changes  during  this  period  shov;  that  production 
increased  from  a low  of  869  units  to  a high  of  3,662  units 
or  an  increase  of  Z21%,  Employment  during  this  same  period 
increased  from  565  units  in  1932  to  1,143  units  in  1937  or 


Table  I 

EMPLOYIiENT  AND  PRODUCTION 

Iron  and  Steel  Industry 
1929  - 1946 


Year  Employmen  t*^^  Pr  oduc  t i on-»--x- 


1929 

1051 

4229 

1930 

910 

3060 

1931 

704 

1826 

1932 

565 

869 

1933 

642 

1322 

1934 

792 

1592 

1935 

863 

2101 

1936 

997 

3062 

1937 

1143 

3662 

1939 

876 

2122 

1940 

991 

3532 

1941 

1134 

4741 

1942 

1430 

5591 

1943 

1592 

5309 

1944 

1761 

5486 

1945 

1705 

5492 

1946 

1394 

4159 

* Employment 

in  thousands 

Production  in  ten  thousand  long  tons 
Source:  Survey  of  Current  Business,  1932-1948 

an  increase  of  102^.  A comparison  of  these  two  situations 

would  indicate  that  there  is  always  a lag  in  employment.  It 

is  possible  to  have  this  lag  during  the  downswing  of  product 

ion  because  it  can  be  compensated  for  during  the  upswing  in 
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In  another  illustration  ( See  Table  II  ) that  com- 
pares employment  by  Class  I Railroads  in  the  United  States 
with  Freight  Carried  1 Mile  by  the  same  railroads  we  find 
much  the  same  situation.  During  the  period  from  1935  to  1937 
Freight  Carried  1 Mile  rose  from  a low  of  3,123  units  to  a 
high  of  3,899  units,  an  increase  of  24^,  During  the  same 
period  employment  rose  only  13^  or  slightly  more  than  half. 


Table  II 

EMPLOYIvIENT  AUD  PRODUCTION 


Class 

I Railroads  in  the  United  State, 
1933  - 1941 

Year 

Employmen  t* 

Product 

1933 

1169 

2752 

1934 

1216 

2977 

1935 

1199 

3123 

1936 

1240 

3731 

1937 

1357 

3899 

1938 

1146 

3647 

1939 

1207 

3183 

1940 

1252 

4059 

1941 

1396 

5146 

--i-  Employment  in  thousnads 

Production  in  millions  of  tons 
Source;  Survey  of  Current  Business,  1936-1944 

Far  more  significant  changes  tookplace  during  the  period 

1939  to  1941.  In  this  period  production  rose  61^  while 

employment  increased  only  15^o.  During  a period  of  decreased 

productivity  from  1937  to  1939  production  decreased  19^ 

while  empJ.oyment  fell  off  only  11^.  While  it  is  impossible 

to  draw  any  specific  conclusions  from  such  Illustrations 

because  so  many  factors  have  not  been  considered  there  are 

two  general  conclusions  that  are  quite  evident.  First,  there 
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will  always  be  a greater  variation  in  production  than  in 
employment  whether  the  change  be  upward  or  downward. 

Changes  in  production  indicate  that  employment  will  change 
and  do  not  indicate  the  extent  to  whichemployment  will  change. 
Secondly,  the  problem  of  stabilization  of  production  does 
not  need  to  have  as  its  goal  complete  stabilization,  industry 
need  only  to  tend  toward  stabilization. 

Some  men  in  management  fear  considering  the  pro- 
blem of  stabilization  because  they  believe  that  it  means 
a change  to  a fixed  level  of  production  and  perhaps  stag- 
nation. Stabilized  operations  is  a goal,  a goal  that  may 
never  be  reached  but  a goal  we  can  more  closely  approach  if 
management  clearly  sees  the  meaning  of  stabilization  and 
earnestly  makes  it  a part  of  its  long-range  planning.  Fig- 
ure S illustrates  this  graphically  by  comparing  production 
with  no  stabilization  plan  with  the  goal  of  production  un- 
der a plan  of  stabilization.  Developement  and  expansion 
possibilities  are  not  hindered,  every  opportunity  for  a 
dynamic  level  of  production  remains. 
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SEASONAL  INDEXES  OP  SELECTED  SERIES 
ON  INDUSTRIAL  PRODUCTION 


V/heat  Flour 


Shoe  Production 


Source*  Survey  of  Ciirrent  Business 

1920-19142 


Figure  3 
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1000*3  PRODUCTION  OP  TRUCKS  IN  UNITED  STATES 


PRODUCTION  OF  TRUCKS  IN  UNITED  STATES 
Devlationa  from  Normal 


1935  1936  1937  1938  1939  1940  1940  1942  1943  1944  1945  1946  1947 


Source:  Survey  of  Current  Businese 
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Production  of  Portland  Cement 

1000 


Production  of  Portland  Cement 
Deviations  from  Normal 
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Figuiro  6 

UlfITED  STATES  TOTAL  CIVILIAN  LABOR  FORCE,  E7J!PTX)Y?srENT  AND  UNEMPLOYMENT 

1920  ^1947 
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CHAPTSR  VI 

TECHNiyjES  OF  OPERATION  STABILIZATION 

The  importance  of  operation  sta oiliza tion  has  been 
emphasized  in  previous  chapters.  That  unstable  operations 
hit  our  economy  with  a terrific  impact  can  not  be  denied. 

The  next  step  in  this  discussion  will  be  devoted  to  methods 
that  can  be  employed  to  bring  a more  stable  economy.  At  the 
outset  it  should  be  remembered  that  there  is  no  one  plan 
that  can  be  employed  , as  outlined,  in  every  situation. 

Rather,  there  is  a variety  of  techniques  which  used  independ- 
ently or  in  combination  will  become  stepping  stones  toward  a 
more  stable  economy. 

A . Stabilized  Operations, _A  Ma na gement  Policy 

A 

It  is  a common  belief  that  a program  of  operation 
stabilization  has  its  inception  either  with  the  sales  pro- 
gram or  the  production  program  of  an  organization.  However, 
stabilized  operations  in  the  long  run  must  be  a part  of  man- 
agement policy  wholeheartedly  endorsed  by  all  levels  of  man- 
agement. Unless  the  program  has  approval  at  the  top  level 
of  management  it  will  be  impossible  to  acquire  the  coordin- 
ation so  necessary  in  a program  of  this  nature. 

The  whole  question  of  production  stabilization  has 
long  presented  a major  challenge  to  the  management  of  American 
industry.  The  forces  underlying  employee  and  public  interest 
in  employment  stabilization  are  deep  and  strong.  Union  lead- 
ers realize  that  there  is  a limit  to  the  gains  that  can  be 
obtained  through  collective  bargaining.  '^Vages  may  be  in- 
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creased  again  and  again,  working  conditions  can  be  improved 
and  fringe  benef its . , . . can  be  obtained  yet  none  can  guar- 
antee the  worker  the  security  that  he  wants.”  It  has  been 

shown  in  the  past  that  wage  increases  do  not  necessarily 
bring  security  as  most  people  tend  to  live  at  a level  de- 
termined by  current  income. 

There  are  tivo  possible  answers  to  this  problem. 
First,  unions  can  demand  a guaranteed  annual  wage  or  second- 
ly, management  can  guarantee  security  through  more  stable 
operations.  The  extent  to  which  American  industry  demon- 
strates its  willingness  and  capacity  to  cope  successfully 
with  this  problem  will  have  a vital  effect  on  the  vrilling- 
ness  of  the  American  people  to  support  the  continuation  of 
our  free  enterprise  system. 

Management  of  American  industry  is  conscious  of 
the  problem  and  has  accepted  a major  responsibility  for 
accomplishing  the  goal.  The  National  Association  of  Man- 
ufacturers has  undertaken  a program  that  is  designed  to  aid 
and  guide  Industrial  units  in  meeting  this  challenge. 

The  Inland  Steel  Company  announced  its  start  of  a 
program  of  stabilization  in  September  of  1946.  Their  plan 
is  based  upon  the  conviction  that  the  soundest  approach  to 
steady  production  and  steady  jobs  is  through  a direct 
attack  by  company  management  on  the  factors  v/lthln  its  con- 

(1)  DeuPree,  Richard  R.  "Management's  Responsibility  Tov/ard 
Stabilized  Employment”.  American  ^-^anagement  Association, 
General  "Management  Series  Number  35,  1946 
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trol  which  prevent  steady  production,  jobs  and  income. 

There  is  a responsibility  planed  on  industrial 
management  to  the  st ockiiolders  of  the  companies,  to  its 
employees  and  the  public  at  large  to  maintain  the  highest 
possible  level  of  industrial  production.  I.Ir.  Carroll  S. 
French,  Director  of  the  Industrial  Relations  Department  of 
the  National  Association  of  Manufacturers,  commenting  on 
this  subject  said:^^^ 

Our  program  is  directed  at  two  major  object- 
ives : 

1.  To  urge  management  to  give  priority  o 
to  the  importance  and  need  for  eff- 
ective measures  to  provide  contin- 
uous employment  in  their  business. 

2.  To  challenge  employers  who  already 
have  employment  stabilization  pro- 
grams to  take  a new  look  at  their 
operations  to  determine  how  these 
operations  can  be  improved  and  ex- 
tended. 

Although  the  experience  of  many  companies  in 
this  field  has  already  demonstrated  the  un- 
believable complexity  of  this  problem  and  the 
many  obstacles  to  be  encountered,  there  are 
many  companies  who  have  already  made  substan- 
tial progress.  . 

It  might  seem  at  this  point  that  management's 
responsibility  to  stabilized  production  can  easily  be 
accepted  and  plans  formulated  immediately.  However,  an 
investigation  into  management's  present  position  reveals 
several  significant  factors  that  stand  in  their  way: 

1.  There  are  few  employers  v;ho  know  the  accur- 
ate answer  to  the  question:  '*To  what  extent 


(1)  Prom  an  address  given  before  the  "Guaranteed  Annual  Wa 
Luncheon  of  the  Employers  Association  of  Chicago,  194S 
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are  we  offering  steady  work?’*  Before  any 
steps  can  be  taken  toward  stabilization  man- 
agement must  knov;  accurately  how  many  weeks  in 
a normal  year  each  employee  is  given  a week's 
work.  Before  we  can  talk  about  more  stable 
operations  management  must  know  the  extent  to 
which  present  production  is  stable  or  unstable, 

2,  Much  of  the  present  statistical  data  in  the 
hands  of  management  can  not  be  used  to  measure 
stable  or  unstable  production  or  employment. 

An  examination  of  the  records  of  180  compan- 
ies by  the  National  Association  of  Manufact- 
urers shows  that  figures  for  employment  and 
wages  were  based  on  simple  averages.  The 
application  of  simple  averages  made  figures 
totally  inapplicable  to  10^%  of  the  employees 
of  one  company.  A much  more  accurate  analysis 
of  hours  of  v/ork  and  rates  of  pay  is  necessary 
in  a study  of  stable  operations. 

3,  The  policy  on  the  part  of  certain  management 
representatives  of  giving  work  to  employees 
on  some  arbitrary  basis  rather  than  giving 

a greater  share  of  the  v/ork  to  the  older 
employees.  At  first  it  might  seem  that  total 
work  should  be  shared  equally  by  all  workers. 
However,  any  plan  for  guaranteeing  work  and 
pay  should  be  aimed  at  that  portion  of  the 
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V/ or  king  force  that  has  long  been  in  the  co- 
mpany employ.  A guarantee  can  not  be  made 
to  all;  it  is  in  the  best  interests  of  good 
management  and  industrial  relations  to  re- 
ward and  protect  those  who  have  given  long 
and  faithful  service. 

4.  Labor  unions.  Ivlany  union  contracts  contain 
restrictions  which  prevent  the  transfer  of 
workers  from  job  to  job  and  from  department 
to  department.  In  order  to  guarantee  employ- 
ment, management  must  be  free  to  utilize 
workers  where  they  are  needed.  Workers  and 
unions  gain  from  steady  production  and  steady 
employment  and  should  consider  removing  those 
restrictions  that  hinder  the  free  use  of  man- 
power needed  for  stabilized  operations.  On 
the  other  hand,  management  should  remember 
that  such  freedom  over  the  use  of  manpower  is 
a temporary  expediency  and  such  a practice 
should  not  be  employed  unless  necessary  for 
regularizing  production.  Proctor  and  Gamble 
operate  their  guaranteed  annual  wage  with 
free  use  of  manpower  but  have  never  abused 
this  right. 

This  is  management's  responsibility  to  stabilized 
production,  the  responsibility  in  finding  out  where  their 
company  stands  on  the  road  toward  stabilization.  Once  man- 
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agement  locates  itself  it  will  be  better  able  to  plan  for 

the  future.  In  describing  management’s  responsibility  to 

stabilized  operations  Mr.  Ira  Mosher,  former  president  of 

the  National  Association  of  Manufacturers  said:^^^ 

....I  feel  called  upon  to  emphasize  that  I 
am  not  talking  about  the  guaranteed  annual 
wage  or  any  other  kind  of  guarantee  for  v/ork 
not  done.  Security  can  not  be  guaranteed: 
it  can  not  be  legislated.  Any  government 
plan  for  such  security  is  no  better  than  the 
productive  capacity  of  the  econom.lc  system 
which  supports  the  country.  Industry  must 
tackle  this  problem  from  the  feasible  angle 
....to  stabilize  production  so  that  the  nat- 
ure la  consequences  Y/ill  be  steadier  vrork  and 
steadier  pay  for  our  employees. 

3.  Stabilized  Production,  A Long  Range  Plan 

The  acceptance  of  the  challenge  to  plan  for  more 
stable  operations  is  merely  the  beginning  of  the  problem. 
Management  can  not  design  a method  to  stabilize  and  put  it 
into  operation  overnight,  A plan  to  stabilize  usually  re- 
quires changes  in  management  policy  all  the  way  down  the 
line.  Stabilization  requires  new  personnel  techniques,  new 
sales  techniques  as  well  as  more  adequate  methods  of  con- 
trolling production. 

A plan  for  operation  stabilization  is  a dynamic 
affair.  Once  put  into  operation  it  must  be  constantly 
audited  and  revised  to  cover  current  tendencies.  Since 
this  is  a long  run  plan  the  immediate  results  in  some  cases 
may  be  discouraging.  It  will  not  be  until  each  segment  of 


(1)  From  an  address  before  the  Industrial  Relations  Institute 
at  French  Lick,  Indiana 
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of  the  organization  has  had  an  opportunity  to  play  its  part 
in  the  stabilization  program  that  maximum  benefits  can  be 
seen.  It  will  become  evident  later  that  management's 
records  are  insufficient  to  make  an  immediate  change  to 
stabilization.  In  order  to  make  a complete  investigation 
into  the  problem  it  will  be  necessary  to  have  accurate  and 
current  data  on  the  following  items: 

1.  Pertaining  to  individual  employment,  by  depart- 
ment and  by  plant.  (Overall  records  or  average 
figures  are  not  accurate  enough.) 

a.  The  number  of  workers  on  the  payroll. 

b.  The  number  of  hours  each  worker  works 
per  pay  period.  This  information  should 
be  obtained  in  the  following  classifi- 
ca  tions : 

!)•  By  job  classification 

2) .  By  length  of  service 

3) ,  By  sex 

4) .  By  age  groups 

5) .  By  department  to  determine  how 

the  work  load  is  being  shared. 

,6).  By  product  in  order  to  determine 
which  lines  or  production  are 
supporting  production  and  which 
ones  are  not. 

7).  By  annual  wages  to  determine  what 

has  been  done  to  sustain  employment. 
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c.  The  number  of  workers  v/ho  have  left 
the  company  for  involuntary  reasons 
such  as  shutdowns  for  inventory,  mach- 
ine repair  or  lack  of  work, 

d.  The  number  of  workers  who  have  lost  v/ork 
due  to  their  own  actions  such  as  absent- 
eeism, illness,  strikes  or  other  causes. 
In  measuring  the  amounts  of  work  given 
to  each  worker  it  is  necessary  to  con- 
sider that  time  when  the  worker  could 
have  worked  had  he  been  able  or  will- 
ing to  work.  Consideration  should  be 
given  only  to  those  periods  when  man- 
agement has  not  been  able  to  offer  work. 

e.  The  number  of  employees  who  have  obtain- 
ed unemployment  benefits.  'This  infor- 
mation is  valuable  for  tv/o  reasons: 
First,  it  indicates  the  number  of  per- 
sons that  the  employer  was  responsible 
for  in  terms  of  employment  that  were 
not  given  work  and  secondly,  it  in- 
dicates the  cost  of  unstable  operations 

. due  to  higher  unemployment  insurance 
costs. 

2.  Pertaining  to  an  analysis  of  production  during 
the  same  period  as  above.  It  is  deslreable  to 


make  an  analysis  of  production  which  will  show 
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voliarae  of  production  by  product,  dollar 
value  of  production  by  product,  the  total 
volume  of  production  as  well  as  a prediction 
into  the  future  for  production  of  each  pro- 
duct..It  is  very  helpful  at  this  point  to 
make  a comparison  similar  to  those  made  above 
in  Figures  7 and  8 which  show  the  trend  in  em- 
ployment compared  with  the  trend  of  production. 

3.  Pertaining  to  sales.  An  analysis  of  sales 

should  be  made  following  the  general  pattern 
of  our  production  analysis.  Finally,  a cor- 
relation should  be  made  to  see  if  employment 
and  production  move  in  the  same  direction  as 
sales . 

C . Techniques  to  Employment  Stabiliza tion 

It  is  difficult  to  determine  which  of  the  three 
main  elements,  workers,  production  or  sales,  should  be  in- 
vestigated first  in  a plan  that  will  stabilize  production. 
Since  workers  are  the  key  to  any  successful  system,  of  pro- 
duction certain  emplo^ent  techniques  that  can  aid  in  stab- 
ilization will  be  discussed  first.. No  plan  for  stabilized 
operations  will  work  unless  the  v;orklng  force  is  designed 
to  operate  under  a variety  of  conditions.  Some  successful 
employment  techniques  will  be  discussed  below, 

Centralized  Employment 

From  the  personnel  point  of  view,  management  tries 
to  do  more  than  Just  fill  vacancies  when  it  recruits,  selects. 
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and  places  persons  on  jobs.  If  this  viere  all  that  was  needed 
to  be  done  a far  simpler  formula  could  be  used  than  is  now 
employed.  An  oversimplified  system  of  selection  of  workers 
does  not  promote  the  larger  aims  of  management  in  building 
m.orale  by  achieving  a balance  between  personal  mobility  and 
organizational  equilibrium.  Scientific  employment  tech- 
niques will  allow  management  to  select  a working  group  that 
can  keep  the  company  in  proper  balance.  In  order  to  advance 
this  purpose,  certain  policy  decisions  have  validity  for  all 
company  personnel  policies  even  though,  there  are  differences 
in  the  product  made  or  service  rendered. 

If  the  policies  of  top  management  are  to  be  con- 
sistently and  efficiently  implemented  in  the  practice  of 
plant-wide  hiring,  all  activity  must  be  coordinated  in  one 
central  office.  Many  organizations  continue  the  practice 
of  decentralized  hiring  with  its  many  inefficiencies  and 
inconsistencies  which  are  due  to  the  failure  to  coordinate 
related  activities.  V/hen  all  requisitions  for  workers  go 
through  a central  office  and  all  employment  records  are  kept 
in  this  office  there  is  a better  opportunity  to  set  uniform 
policies  in  the  hiring  and  maintaining  of  the  working  force. 
In  this  office  data  is  kept  that  will  tell  management  how 
many  workers  it  has,  where  they  are  working,  how  they  are 
doing  the  job  and  what  other  types  of  work  they  are  able  to 
perform.. 

Decentralized  systems  of  employment  have  a small 
employment  section  in  each  departirffint  or  plant  in  the  org- 


fT. 


..  ' t' 


'V  'c*  p.-' i Xc  -'.vl  ;,•#  i II  j... ««’ ?.-tpvc  cU 


^ . 'xolS 


e*  J 


ci.t  ’■>.':  ;>r’ < ^i:\;'rpj.  «jdcra^*i^  c;,^ 

vap-  ^c-  r XI  c'cr-  - ‘. 


M,\ 


no  ivsffytj  eS,i  ^ Cl ! *:cf 'I  ■ Tc;. 


■"ADii.'';oI',iv.  * .1 : . y.ltl  'IC  11^9^’ 


r r'j 


: C;.  10 


V i ..V  f i.»OTX 

. •.  1 ;•  "f  ••;•  'j  0 

i-  ^ 'Q 

ocf 

-;•.'  ir/'ct  o 

y '.ic  n . 

~1>:  ■ . -^o 

I P-C  Pf 

Uj!  ir  ' ,J  ' ^ 

? iil^v  ?VSf' 

1.  ••■  1 ■r  J'  ' 

':'fc 

.;  'i  * 

/ '•  >-..: 

T • .• " ■;  *■:-. ' a 

. - , . 

• 

r 

-,t»  r/  0'-^  '■cf 

' T'' 

• J-  ! . I*-  ■ 

■Pv.  -0  01?  I 

'ic 

, 1'  • fX* 

■:1c 

•»1  ' (•  f I'  -o 

IT. ; ■ vT':  r 0 • 

J inr-^ 

:’i‘jv  . 

:k»'. 

-•‘if 


• » * 

•tf^io-ad  ’ . • fiV'  -I  .}■  ■' 


":<  ■ r ; :>i 


’ ' J.  a«:iH  (•'i.'+aec/oXi  lo 

• . .K  ’ 

J .-)  I • f c XB  f ^ ■'  '.  y ■ ^ *..'t  ^ Jt  D :i ; 


OM  u T ?-•:-. -rr-r  lo'i  ■p.p'.*'-!  :■  -i  j.Ip  p .-;?-’4'JXv 


^tn 


.'»i;5  • ;;‘V'n!?^  ^JpcosTiO-t  -' 
“'/n..  0.*  vj 'tf;?  ' t:  p;. 


I i ; ■ p ■^•:  i : ! I 'f  -jioo  »; 

■»  ;!  r;I 

r. ' f ' ■'P'  c ; ,‘  ‘ _ .’•. J.'ii  '•>^»*  1 ' tol c>M'o<3 

. •%  i ^ ^ ; • t ^ 

^ ^ o letr'T 


I-  * t < 


i-  j ir'-  .'^1 

. 'll 


Di-*  ' jrxfeT^ 


'M 


niob 


i f c 1 ^ •je.ri  ■■!  I V ^ j.zr.-A 


c't:'  -fi:  , /^HZ 


- trtf;j  i:il  .. or<;  TO  yi>  ..i 

■::A  , 


-Vv 


55 


anizatlon.  The  policies  of  hiring  and  maiptaining  personnel 
come  from  vrithin  the  department  or  plant.  Not  only  is  this 
system  costly  to  operate  but  policies  that  cover  seniority, 
promotion,  transfer,  layoff  and  the  like  will  be  inconsist- 
ent and  detrimental  to  harmonious  labor  relations.  Too  often 
under  decentralized  employment  workers  in  a department  are 
considered  the  property  of  the  departmental  "boss'’  and  can 
not  be  transferred  where  needed  without  the  loss  of  time 
and  the  creation  of  ill-will  between  departments.  Again  it 
is  emphasized  that  a plan  of  stabilized  operations  depends 
upon  a capable,  flexible  v/orkinf  force. 

If  the  policy  of  centralized  employment  is  adequate- 
ly explained  by  top  management  the  line  officers  will  not 
feel  that  they  are  losing  prestige  or  responsibility  to  the 
person  in  charge  of  employment.  The  employment  manager  is 
a staff  officer  'V'/ho  has  little  if  any  line  authority.  Before 
the  ideas  of  the  employment  manager  become  policy  they  must 
be  approved  by  top  management  who  will  introduce  these  pol- 
icies to  the  other  levels  of  management.  Modern  employment 
procedures  include  a type  of  Interviwv/ing  that  requires  a 
knov/ledge  of  current  psychological  practices  and  systems  of 
tests  that  must  be  administered  and  evaluated  by  experts. 

The  old  time  departmental  "boss"  v/ho  looks  upon  personnel 
practices  as  a necessary  evil  is  in  no  position  to  admin- 
ister modern  employment  techniques.  Centralized,  employ- 
ment properly  administered  is  simply  a compliment  to  and  not 
an  invasion  of  the  line  officials  domain. 
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2 , Outgrowths  o_f _ Centralized  Empl oyment 

The  importance  of  centralized  employment  to  stabil- 
ized operations  is  not  confined  to  the  idea  that  it  will  allow 
more  freedom  in  the  use  of  manpow’er  however  important  this 
factor  might  be.  There  are  several  important  outgrov;ths  of 
centralized  employment  v/hich  are  necessary  for  successful! 
planning. 

Centralized  employment  often  utilizes  job  analysis, 
job  descriptions,  job  standardization  and  job  evaluation. 

These  four  tools  when  properly  used  give  management  complete 
Information  on  the  requirements  of  all  jobs,  the  best  way  to 
do  the  jobs  and  the  best  way  to  train  new  workers.  It  shows 
management  the  relation  between  various  jobs  and  indicates 
related  jobs  requiring  minimum  training.  In  short,  these 
tools  allow  management  to  make  the  best  use  out  of  its  work- 
ing force  in  the  least  amount  of  time. 

D . Produ c tion  Techniques  To  Stabili ze  Production 

There  are  many  production  techniques  at  manage- 
ments disposal  that  may  aid  in  stabilization.  This  section 
will  be  devoted  to  a discussion  of  these  techniques. 

1 . Manufacture  for  Inventory 

The  seasonal  variation  of  greatest  social  import- 
ance is  that  of  employment  in  the  production  of  goods. 

Seasonal  variations  in  employment  are  sure  to  be  resented 
bitterly  even  though  a higher  rate  of  pay  in  this  type  of 
work  may  fully  discount  the  short  period  of  work.  There 
seems  to  be  some  logic  in  this  resentment  since  it  seems 
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natural  to  spend  more  during  that  part  of  the  year  when  in- 
come is  being  received. 

/ 

To  offset  the  seasonal  unemployment  of  labor  it 
has  been  suggested  that  goods  should  be  produced  at  an  even 
rate  throughout  the  year.  To  do  this  requires  management  to 
do  one  of  two  things;  either  build  up  inventories  during  the 
off  season  or  regularize  consumption.  The  seasonal  can  not 
be  ironed  out  by  this  technique  wherever  it  originates  in 
the  production  of  agricultural  raw  materials.  Production  at 
a constant  rate  must  be  confined  to  those  industries  where 
the  variations  are  due  to  irregular  consumption  or  to  pro- 
duction habits  of  the  industry. 

Some  manufacturers  have  felt  that  they  could  avoid 
the  seasonal  peaks  in  production  by  refusing  to  accept  more 
orders  at  seasonal  peaks  than  at  seasonal  lows  or  by  filling 
the  peak  orders  with  goods  contracted  out  to  other  manufact- 
urers. Such  procedures  simply  accentuate  the  seasonal  period 
for  other  manufacturers.  This  technique  does  not  change  the 
seasonal  demand  and  the  seasonal  variation  for  the  industry 
will  not  be  reduced. 

Shifting  the  seasonal  period  in  production  to  an 
opposite  seasonal  in  inventories  is  likely  to  create  many 
problems.  If  the  product  is  bulky  it  will  create  storage 
problems,  if  the  product  is  perishable,  storage  may  not  be 
expedient.  Where  products  are  vulnerable  to  style  change 
and  obsolescence,  storage  also  may  involve  considerable  risk. 

Another  problem  in  inventory  accumulation  is  the  in- 
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crease  in  working  capital  required.  Finally,  storing  in- 
ventories at  off-seasons  may  have  a demoralizing  effect  on 
the  price  structure.  After  inventories  have  been  stored 
to  await  the  consumption  peak,  manufacturers  may  proceed  to 
produce  at  the  peak  rate  of  consumption  as  the  season  arrives. 
Examples  of  this  are  the  petroleum  industry  in  the  late  1920 ’s 
and  the  automobile  industry  in  1929.  In  spite  of  all  of  these 
problems  there  are  cases  where  the  storing  of  inventories  may 
successfully  reduce  fluctuations  in  production  levels. 

In  those  industries  where  the  finished  product  is 
sufficiently  standardized  and  storeageable  it  is  suggested 
that  production  can  be  maintained  during  slack  periods  by» 
building  inventories  which  could  be  drawn  upon  during  peak 
seasons.  In  other  cases  it  is  possible  to  even  out  some 
fluctuations  in  production  by  building  inventories  of  certain 
products  in  a semi-finished  stage.  Pinal  production  may  be 
too  specialized  to  be  Inventoried  in  advance  but  in  many 
cases  basic  manufacturing  can  be  completed  in  advance  and 
still  allow  enough  lee-way  to  complete  the  more  specialized 
product. 

Some  firms  have  found  the  practice  of  manufactur- 
ing to  inventory  quite  satisfactory.  The  Gruen  Watch  Makers 
Guild  and  Hills  Brothers,  food  Importerd  have  tried  this 
technique  with  excellent  results. Gruen  deals  with  a mar- 
ket in  which  50^  of  sales  occur  in  4 months  of  the  year*  By 


(1)  Yoder,  Dale  'Personnel  Administration  (New  York;  Prentice- 
Hall,  1947) 
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producing  for  inventory  the  management  has  been  able  to  pro- 
vide stable  operations  and  steady  employment  for  some  2,800 
employees.  Gruen  has  been  working  under  this  plan  for  over 
25  years.  Hills  Brothers  through  the  Installation  of  re- 
frigerated warehouses  were  able  to  conduct  stable  production 
and  stable  employment  in  the  department  that  prepared  dates. 
Employment  had  previously  varied  from  a high  of  1,100  to  a 
low  of  200  employees  from  the  low  to  the  high  peak. 

This  device,  again,  has  a distinctly  limited 
application.  Products  must  be  highly  standardized  and  not 
subject  to  rapid  changes.  In  a period  of  falling  prices 
this  technique  is  quite  hazardous;  thus  during  a business 
depression  when  stabilization  is  urgently  needed  this  tech- 
nique has  little  practical  value. 

2 . Diversification  of  Products 

There  are  few  devices  for  stabilizing  production 
that  have  received  more  attention  than  the  processes  of 
dovetailing  production  and  diversifying  products.  On  the 
surface  these  seem  to  be  ideal  methods  for  stabilization. 
They  eliminate  the  risk  Involved  in  manufacturing  for  in- 
ventory and  there  are  instances  where  this  type  of  action 
has  avoided  peaks  and  slumps  in  production  and  employment. 
Some  of  these  Illustrations  are:  The  Printz-Biederman  Go. 

who  supplemented  their  main  line  of  summer  clothing  with  the 
production  of  children's  coats  for  Fall,  Vi/ inter  and  Spring. 
The  Crosiey  Company  added  many  electrical  appliances  to  its 
line  of  radios  to  balance  different  seasons  with  a resulting 
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stabilization  of  production.  The  manufacturer  of  Flexible 
Flyer  sleds  also  make  hand  garden  tools  each  havinf  its  own 
alternate  season.  Libby- Owens^Ford  Glass  Company  has  created 
a wide  variety  of  glass  products  such  as  glass  bricks,  build- 
ing insulation,  air  filters  and  glass  cloth  whose  combined 
manufacture  gives  the  company  a stable  production  level.  A 
combination  of  sandpaper,  ’’Scotch”  tape  and  highway  signs 
has  given  stable  production  to  the  Minnesota  Mining  and  Man- 
ufacturing Company. 

It  should  not  be  concluded  that  for  every  manufact- 
urer, large  or  small,  there  is  a combination  of  products'  that 
will  guarantee  stable  production,  Hovrever,  with  each  of  the 
above  mentioned  organizations  instability  was  once  a problem. 
Only  through  experimentation  and  the  will  to  stabilize  have 
results  been  achieved. 

The  limitations  arising  from  the  practice  of 
diversification  come  from  the  difficulty  in  obtaining  a labor 
force  sufficiently  talented  and  willing  to  shift  from  pro- 
duct to  product.  It  is  also  difficult  to  find  a combination 
of  products  vrith  opposite  seasonal  peaks  that  will  fit  into 
the  oroduction  plan.  The  purpose  of  discussing  centralized 
employment  as  an  aid  ,to  stabilized  production  was  to  emph- 
asize the  need  for  control  over  employees  and  to  emphasize 
the  selection  of  employees  who  could  be  used  under  a variety 
of  conditions. 

3.  Subcontracting  Peak  Demands 

One  of  the  more  modern  outgrowths  of  a system  of 
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specialization  in  industry  is  the  practice  of  subcontracting 
certain  parts  of  the  manufacturing  process  to  other  manufact- 
urers who  can  perform  the  operation  more  efficiently.  During 
the  last  war  this  technique  was  widely  used  to  give  existing 
organizations  productive  abilities  as  yet  unknov/n.  Manufact- 
urers found  that  by  sub-contracting  they  could  produce  a var- 
iety of  products  heretofore  not  considered  possible  for  their 
type  of  organization. 

In  a similar  manner  organizations  today  make  a 
practice  out  of  maintaining  enough  productive  capacity  to 
keep  pace  with  normal  requirements  and  sublet  to  outsiders 
during  peak  demand.  It  is  expected  that  the  subcontractor 
will  have  different  seasonal  peaks  than  the  subcontracting 
firm.  This  technique  resembles  the  practice  of  certain  pub- 
lic utilities  that  produce  pov/er  for  normal  needs  and  buy 
po7/er  from  other  sources  to  carry  through  the  peak  period. 

The  advantage  to  this  tech  ique  is  that  it  helps 
to  stabilize  production  for  both  the  subcontractor  and  the 
subcontracting  firm;  it  reduces  the  amount  of  investment 
necessary  to  carry  on  the  business;  and  it  opens  the  door  to 
further  practices  of  this  nature  which  give  additional  stab- 
ility to  production.  There  are  two  main  objections  to  this 
technique:  first,  finding  a manufacturer  able  to  help  at 
the  right  time  and  in  ths  right  way  and,  secondly,  getting 
the  job  done  at  reasonable  cost.  Subcontracting  many  times 
costs  money  in  terms  of  additional  handling  of  materials 
and  in  terms  of  the  extra  time  consumedin  conpleting  the  job. 
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However,  if  stabilization  is  worthwhile  and  can  benefit  man- 
agement, labor  and 'the  public,  this,  as  Tflrell  as  other  tech- 
niques should  be  carefully  examined. 

4 . Work  Deferral  Plans 

In  addition  to  the  above  techniques  which  represent 
the  major  methods  employed  to  stabilize  production  there  are 
several  other  plans  which  involve  deferring  work  into  the 
future  to  help  regularize  production.  Some  of  these  plans 
are  as  follows. 

a . Scheduling  of  Re paJLr s _a nd  Maintenance 

A large  portion  of  the  v;ork  covered  by  re- 
pairs and  maintenance  is  of  such  a nature  that 
any  employee  willing  to  work  could  do  it  under 
proper  supervision.  It  is  suggested  that  this 
type  of  work  be  deferred  department  by  depart- 
ment to  the  low  period  of  production.  This  not 
only  keeps  many  valuable  men  ' on  the  payroll 
that  otherwise  might  leave  but  it  gives  man- 
agement a feeling  that  it  is  trying  to  help 
the  worker.  It  is  not  the  Intent  of  this  plan 
to  defer  work  that  is  necessary  for  most  eff- 
icient production;  only  that  work  that  can  be 
deferred  should  be  considered.  There  must  al- 
ways be  considered  union  attitude  toward  such 
a plan  since  many  times  it  removes  a worker 
from  his  regular  job  rating. 

b.  Emphasize  Long-Term  Orders 
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This  represents  another  possibility  in  our  plan  to 
stabilize  production  but  it  is  far  easier  to  talk 
of  long-term  orders  than  to  actually  obtain  them. 
This  technique  must  be  limited  to  orders  for  stan- 
dard items.  An  Illustration  of  the  use  of  long- 
term orders  is  the  ’’blanket  order”  used  by  many 
assemblers.  Automobiles,  radios,  electrical  app- 
aratus and  many  other  lines  have  numerous  parts 
that  can  be  purchased  under  blanket  order  agree- 
ments. Ford  places  orderd  of  this  type  for  tires, 
paint,  speedometers'  and  the  like.  Waltham  Watch 
Company  at  one  time  made  speedometer  parts  under 
a blanket  order  agreement.  Since  the  speedometer 
\vas  standardized  from  year  to  year  the  manufact- 
urer could  adjust  the  output  of  its  other  lines 
in  a fashion  that  results  in  fairly  stable  oper- 
ations. This  is  not  the  same  as  manufacturing 
for  inventory  inasmuch  as  the  product  is  sold 
before  it  is  manufactured. 

This  technique  can  be  used  as  a strong  sell- 
ing point  to  present  to  the  purchasing  agent  of 
the  customer.  The  purchasing  agent  is  in  a 
position  to  decrease  the  amount  of  money  tied  up 
in  inventory  if  he  properly  times  his  purchases. 
Raw  materials,  for  example,  which  are  to  be  fab- 
ricated must  be  on  hand  when  they  are  needed  on 
the  production  line.,  Hov;ever,  materials  which 
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will  not  be  needed  until  production  has  progressed 
need  not  arrive  until  a later  date.  Such  materials, 
usually  called  secondary  materials,  may  be  electric 
motors  for  a washing  machine  or  they  may  be  spark 
plugs  and  shock  absorbers  for  an  automobile,  '-^'he 
net  result  of  timing  is  that  whereas  the  steel  for 
the  automobile  may  become  subject  to  payment  by 
the  purchasing  company  six  or  more  months  before 
the  automobile  is  sold,  the  spark  plug  and  the 
shock  absorber  if  purchased  so  that  they  reach  the 
production  line  only  when  they  are  needed  may  be 
burdens  on  the  company  finances  fro  as  little  as  a 
few  days.  Automobile  companies  report  that  if 
they  were  not  able  to  follow  this  practice  their 
increased  costs  for  money  tied  up  in  Inventory 
would  add  appreciably  to  the  sales  price  of  the 
car . 

^ • ^^iQJ^ning  Introduction  of  New  Equipwent 

A final  work  deferring  technique  is  the  plan- 
ning of  the  times  when  nev/  equipment  v;ill  be  intro- 
duced. New  equipment  often  disrupts  current  pro- 
duction and  employment.  Since  management  plans 
v/ell  in  advance  for  the  purchase  of  new  equipment 
it  seems  quite  possible  that  the  actual  install- 
ation of  equipment  could  be  adjusted  to  a time 
when  the  burden  on  the  employees  will  be  at  a 
minimum.  If  management  Includes  the  Personnel 
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Department  in  final  decisions  before  new  equip- 
ment is  purchased  the  future  effect  on  the  working 
force  can  be  considered.  If  new  equipment  is  in- 
troduced at  a planned  rate,  employees  may  be  re- 
trained and  absorbed  either  as  workers  on  the  new 
equipment  or  perhaps  in  other  sections  of  the  plant. 
Production  techniques  offer  many  possibilities  to 
give  the  workers  steadier  V7ork.  Frequently  Industrial  man- 
agers rule  out  techniques  discussed  above  because  they 
violate  principles  of  operation  that  guided  the  business 
years  ago.  It  should  be  constantly  kept  in  mind  that  the 
object  of  stabilization  of  production  is  not  complete  stab- 
ilization but  a greater  degree  of  stabilization;  stabil- 
ization that  will  benefit  labor,  management  and  the  community. 
S,  Sales  Techniques  to  Stabilized  Operations 

No  discussion  of  stabilization  would  be  complete 
without  giving  consideration  to  sales  techniques  which  can 
aid  in  solving  the  problem.  The  realization  of  stabil- 
ization of  production  can  be  achieved  only  if  we  explore 
and  employ  every  possible  technique.  Sales  techniques  offer 
a means  to  effect  some  stabilization  without  disrupting  cur- 
rent production  plana.  However,  better  results  can  be  ob- 
tained when  other  techniques  are  combined  with  the  sales 
techniques . 

^ • Regularizing  Comsumption 

V/hat  some  manufacturers  think  of  as  regularizing 
consumption  is  merely  a device  whereby  inventories  are  trans- 
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ferred  from  the  producer  to  some  stage  of  the  distribution 
process.  Some  programs  to  push  off-season  sales  amount  to 
just  this.  The  Dennison  Manufacturing  Company  which  pro- 
duces many  products  associated  only  with  the  Christmas 
season  attempted  to  regularize  consumption  but  found  that 
it  simply  shifted  the  off-season  inventories  from  the  man- 
ufacturer' to  the  distributor . ^ There  can  be  no  real  advan- 
tage to  this  technique. 

The  most  significant  regularizing  of  consumption 
that  has  resulted  in  more  stable  operations  results  from 
either  a modification  of  human  desires  or  a modification  of 
the  product.  The  makers  of  ready-to-eat  breakfast  foods 
through  extensive  advertising  have  convinced  many  consumers 
that  the  ’’dry”  cereals  have  enough  food  value  for  winter  con- 
sumption as  well  as  v/arm  w^eather  consumption.  The  result  is 
a far  more  stable  production  of  these  products.  The  manufact- 
urers of  under-arm  deoderants  originally  catered  to  a v/arm 
weather  market.  Extensive  advertising  has  built  up  a winter 
market  equal  or  greater  in  value  than  the  summer  market. 

The  manufacturers  of  Listerine  Anteseptic  originally  had  a 
winter  market  when  sore  throats  and  colds  v/ere  comraon.  With 
advertising  people  have  been  convinced  that  this  preparation 
has  certain  properties  that  benefit  the  sea  Ip. which  increases 
the  market.  The  promotion  of  iced  tea  and  coffee  by  trade 
associations  has  regularized  the  consumption  of  tea  and  coffee. 


(1)  E.S.  Smith,  Reducing  Seasonal  Unemployment (New  York; 
McGraw-Hill  Book  Co.  Inc.  1931) 
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These  as  well  as  many  other  illustrations  show  that  it  is 
possible  to  change  the  consuming  habits  of  the  public. 
Attention  should  be  centered  on  stabilizing  production 
rather  that  shifting  the  seasonal  demand. 

Slight  changes  in  the  construction  of  the  product 
have  reduced  the  seasonal  factor  in  other  cases.  One  current 
illustration  would  be.  the  storm  windows  that  can  be  made  into 
a screen  window  in  a matter  of  seconds  by  a simple  change. 

The  old  top  coat  had  a definite  seasonal  until  the  ”zip-in'* 
lining  was  added  making  the  top  coat  useable  for  a much 
longer  part  of  the  year.  Television  is  no  longer  a home 
entertaining  device  since  portable  sets  can  be  used  year 
round  in  many  sections  of  the  country.  Improvements  in  the 
manufacture  of  automobiles  have  greatly  reduced  the  seasonal 
with  a resulting  improvement  in  the  seasonal  levels  of  pro- 
duction and  employment. 

2.  Developement  of  New  Distribution  Channels 

There  have  been  many  cases  in  the  past  where  pro- 
duction has  been  unstable  due  to  the  nature  of  the  existing 
system  of  distribution.  In  several  cases  middlemen  have 
turned  out  to  be  speculators,  buying  and  selling  inventories 
when  prices  were  to  their  advantage.  Thus  there  was  little 
or  no  relation  between  the  demand  for  goods  and  the  rate  of 
production.  Sales  then  could  be  regularized  v;ith  little  or 
no  effect  upon  production.  One  organization  faced  with  this 
problem  decided  that  something  could  be  done,  this  was 
Proctor  and  Gamble. 
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Right  after  the  first  World  War,  Mr.  William  C. 
Proctor  decided  to  do  something  about  the  lack  of  equilib- 
rium between  production  and  sales.  The  soap  industry  at 
the  time  was  preuty  much  of  a fea st-or-f amine  business  in- 
sofar as  volume  of  sales  was  concerned.  Practically  all 
of  the  soap  was  sold  to  wholesalers  by  manufacturers.  Both 
the  buyers  and  the  salesman  seemed  to  follow  the  trend  of 
the  tallow  market  or  the  corn  crop,  ignoring  the  actual  con- 
sumption of  soap  by  the  consumer.  There  were  many  manufact- 
urers who  did  everything  possible  to  encourage  this  practice. 
Once  or  twice  a year  company  salesmen  would  call  on  the  trade 
with  store-loading  sales  offers  which  loaded  dealers  and 
sixty  days  later  caused  soap  to  back  up  in  wholesale  and  retail 
warehouses,  but  not  to  any  extent  in  the  housewive’s  pantry. 

With  orders  coming  in  rapidly  at  one  period  and 
failing  to  come  in  a t others  the  production  ran  at  high 
levels  with  overtime  during  short  periods  only  to  be  followed 
by  shut  downs  in  other  periods.  Proctor  and  Gamble  manage- 
ment reasoned  that  since  consumption  of  soap  was  uniform  from 
day  to  day  production  too  should  be  uniform.  Before  the  co- 
mpany could  decide  to  turn  out  an  equal  number  of  cases  of 
soap  each  working  day  of  the  year  arrangements  had  to  be  made 
for  storing,  selling  and  shipping  it.  Then  too,  leveled-out 
production  required  leveled-out  sales  not  possible  if  the  con- 
trol of  large- volume  sales  was  in  the  hands  of  a sales  forde 
that  had  dealt  in  store-loading  tactics.  As  a result,  a new 
and  larger  sales  force  was  set  up  so  that  salesman  could  con- 
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tact  dealers  directly  as  well  as  wholesalers  and  jobbers. 

In  this  manner  the  speculating  middleman  was  eliminated 
or  his  activity  in  speculation  was  eliminated. 

Under  the  new  sales  plan,  the  country  was  divided 
into  territories  of  nearly  equal  population.  Every  three 
months  the  supervisor  in  each  territory  is  asked  to  estimate 
his  sales  volume  item  by  item  for  the  following  three  months. 
Estimates  from  all  territories  are  revised  after  review  and 
then  transferred  to  the  production  department.  With  these 
estimates  it  is  possible  to  schedule  production  at  each  plant 
on  a monthly  basis.  The  dealer  did  not  want  to  buy  the  same 
amounts  each  time  the  salesman  called.  During  periods  of 
rising  prices  the  dealer  wanted  to  buy  heavily  to  reap  the 
profit  s coming  from  increased  inventory  value.  To  allow 
the  dealer  to  buy  heavily  at  such  a time  would  defeat  the 
whole  plan  of  stabilization.  To  refuse  to  sell  to  him 
•would  mean  that  a competitor  would  supply  the  dealer, 

Proctor  and  Gamble  countered  with  an  offer  to  book  a sixty 
day  supply  in  advance  to  be  shipped  at  the'  convenience  of 
the  company.  Thus  the  dealer  gained  a price  concession  and 
management  was  able  to  regularize  production. 

In  a period  of  falling  prices,  dealers  held  back 
on  their  purchases.  During  such  periods  the  company  pro- 
duced to  inventory.  Usually  after  a few  months  the  dealers 
would  place  orders  and  the  inventories  decreased  back  to 
normal.  They  bought  more- because  the  basic  theory  of  level 
consumption  back  of  the  plan  was  sound. 
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A plan  of  this  nature  requires  reeducating  and  re- 
training the  sales  force.  Salesmen  have  to  he  sold  on  the 
value  of  stable  production  and  employment.  They  had  to  be 
sold  the  idea  that  the  company  would  take  care  of  the  true 
needs  of  the  dealer’s  customers.  It  is  generally  agreed 
that  provduction  results  which  v/ere  impossible  before  the 
plan  are  nov/  being  made  because  of  it.  This  change  in  sales 
plan  has  been  very  instrumental  in  allovring  the  company  to 
operate  under  its  guaranteed  annual  wage  plan.  It  is  well 
to ^note  that  this  plan  is  so  constructed  that  it  guarantees 
the  worker  work  v/hich  automatically  guarantees  income. 

Resale  Price  Ivla intenance 

Resale  price  maintenance  refers  to  that  price 
policy  under  which  the  manufacturer  of  a branded  product 
established,  and  usually  makes  public,  that  price  at  which 
his  products  will  be  sold  to  the  consumer.  In  practice 
this  policy  applies  primarily  to  consumer  goods.  As  an  ex- 
ample, some  years  ago  R.E.  Macy  Company  sold  the  then  popula 
novel  ’’u-one  With  the  V/ind”  at  a price  much  lov^er  than  the 
suggested . retail  of  f;3.00  made  by  the  publisher,  selling  it 
at  87^-.  As  a result  of  this  situation,  the  publisher  re- 
sorted to  the  New  York  Fair  Trade  Law  and  the  reslae  price 
was  fixed  at  $3.00.  From  this  point  on  it  became  illegal 
for  retailers  to  sell  this  volume  for  less  than  $3.00.^^^ 

(1)  ’’The  Vi/orkers  '^uest  for  Economic  Security”,  Proctor  and 
Gamble  ^ompany. 

(2)  Duncan  and  Phillips,  nr.l  pi  pr  nf  MerketingfChl  ♦ 
R.D.  Irwin  Inc.  1948 
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In  those  cases  where  manufacturers  set  resale 
prices  for  their  products  there  will  he  less  tendency  on  the 
part  of  wholesaler  or  retailers  to  buy  large  stocks  of  goods 
in  anticipation  of  price  fluctuations  to  their  advantage. 
Speculation  is  much  harder  to  practice  when  resale  prices 
are  made.  On  the  other  hand,  this  practice  5)ractically 
eliminated  the  possibility  of  price  declines.  Dealers  Vvrill 
not  hold  off  their  buying  when  prices  decline  since  the 
prices  of  such  products  are  maintained.  Price  maintenance 
in  this  manner  adds  stability  to  the  manufacturers  prices; 
it  gives  the  manufacturer  control  over  his  prices.  The  great 
advantage  of  resale  price  maintenance  is  that  v/holesaler s 
and  dealers  under  this  plan  have  no  other  reason  for  buying 
than  to  satisfy  the  demand  of  the  consumer.  This  practice 
applies  only  to  branded  goods  in  states  that  have  fair 
trade  laws. 

4 . Stimulating  Sales 

In  many  cases  sales  volume  can  be  maintained  re- 
latively stable  throughout  the  year  by  the  introduction  of 
various  techniques  that  stimulate  sales.  Too  often  atten- 
tion is  given  to  sales  stimulators  during  seasons  v/hen  sales 
are  seasonally  high.  To  be  sure,  there  is  a limit  to  the 
extent  to  which  v/e  can  change  the  habits  of  consumers  once 
they  have  been  developed,  but  experience  shows  many  cases 
whereby  sales  have  been  stimulated  and  kept  from  a normal 
seasonal  dip.  J^vlr.  Oswald  W.  Knauth,  Director  of  R.E.  Macy 
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and  Company  eel  I?  that  the  August  Fur  Sale  and  the  August 

Furniture  Sale  and  the  January  '^hite  Sale  have  become  so 
well  known  that  they  create  a new  seasonal. 

Sellers  must  remember  that  to  stimulate  sales 
during  off-seasons  they  must  offer  the  buyer  the  same 
assortment  to  select  from  and  in  general  the  same  buying  con- 
ditions that  exist  during  the  seasonal  peak.  Several  millin- 
ery shops  tested  in  January  and  August  showed  very  low  sales 
at  this  time.  It  was  also  observed  that  assortments  of  styles 
and  price  lines  were  at  low  levels.  It  is  quite  possible 
that  many  of  our  sales  fluctuations  are  the  result  of  current 
practices  of  exploiting  certain  selling  seasons  at  the  expense 
of  other  seasons. 

5 . Employment  of  ^larket  Research 

Probably  the  main  reason  why  there  are  such  unpred- 
ictable changes  in  production  is  the  fact  that  too  few  bus- 
iness men  know  v;ith  any  accuracy  what  their  future  sales 
v;ill  be.  The  trend  of  sales  generally  reflects  the  trend  of 
production.  When  management  has  no  idea  of  futute  sales  it 
can  have  no  idea  of  future  production.  During  the  1930 ’s 
a relatively  new  device  came  into  prominence  that  was  de- 
signed to  measure  future  sales  activity  in  addition  to 
other  market  characteristics.  This  nev;  tool  is  called  Iviarket 
Research.  Market  research  can  be  a useful  tool  is  stabil- 

(l)”Some  Reflections  on  Retail  Prices”,  Economic  Essays  in 
Honor  of  Wesley  C.  Mitchell,  Columbia  University  Press, 
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izing  operations  because  it  will  provide  accurate  ansv/ers 
at  a minimum  cost.  Illustrative  of  the  types  of  problems 
answered  by  market  research  for  any  business  manager  are; 
a . A Thorough  Knowledge  of  the  I.Iarket 

Before  management  can  develope  an  efficient 
plan  for  distribution  it  must  have  a thorough 
knowledge  of  the  market,  vVho  makes  up  the  market, 
where  they  are,  what  is  their  relative  importance 
potentially,  what  are  their  needs,  likes  and  dis- 
likes? 

Shortly  after  V/orld  War  II  ended  a manufact- 
urer of  precision  instruments  for  the  Air  Force 
was  looking  for  a product  to  make  when  their  gov- 
ernment contracts  expired.  They  hit  upon  an  in- 
strument that  could  be  produced  to  sell  for  about 
*250.  The  manufacturer,  a subsidiary,  then  began 
planning  to  manufacture  this  item.  A sales  depart- 
ment was  organized,  an  advertising  agency  mapped 
out  the  first  portion  of  the  advertising  campaign, 
designers  submitted  sketches  of  the  new  product, 
industrial  ebglneers  proposed  a new  plant  and  lay- 
out while  specialists  prepared  lists  of  new  mach- 
ines and  equipment  necessary  for  the  new  manufact- 
ure. The  plan  was  complete  with  the  exception  of 
approval  of  the  $420,000  expenditure  by  the  parent 
c orapa  ny . 

Before  the  expenditure  was  authorized,  company 
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management  asked:”What  is  the  market?  How  many 
units  can  be  sold?  Who  is  our  competition?” 

No  one  really  knew  the  answers,  A market  research 
organization  was  called  in  to  get  the  answers.  The 
studjr  revealed  that  the  product  w'as  far  inferior  to 
competition,  in  fact  it  v/as  not  acceptable  for  the 
purpose  for  v/hlch  it  was  designed.  The  market  re- 
Bsearch  fee  of  |3,S00  saved  a possible  investment  of 
$420,000,  In  addition  to  this  possible  saving  there 
was  no  disruption  of  personnel  who  would  have  been 
employed  in  this  venture.  There  was  no  rush  to 
production  which  probably  would  have  been  followed 
by  a slump, 

^ • Plan  for  Territoria 1 Developement 

Once  a market  is  defined  in  terms  of  size  and 
location,  market  research  will  enable  m^anagement  to 
plan  for  its  full  developement,  A stable  market  is 
a well  developed  market,  3y  constantly  working  the 
marke  t .management  knov/s  to  "what  extent  the  market 
is  shifting  and  it  knov/s  where  extra  emphasis  is 
needed  to  maintain  sales  volume, 
c.  Selection  of  Distribution  Channels 

It  has  been  mentioned  above  that  distribution 
channels  cah  ahve  as  Important  effect  upon  stable 
operations.  Since  it  is  essential  to  have  factual 
information  upon  v;hich  to  base  judgement  in  the 
selection  of  the  right  distribution  channels  market 
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research  can  render  important  aid  in  this  respect. 
Some  manufacturers  of  industrial  goods  have  their 
own  direct  sales  organization  but  many  times  the 
use  of  distributors  and  other  agencies  are  necessary. 
Market  research  can  help  lower  the  cost  of  distrib- 
ution in  some  cases  but  more  important,  market  re- 
search located  the  points  where  the  distribution 
system  clogs  up  to  disrupt  an  even  rate  of  pro- 
duc  t i on . 

^ * Select! on  and  Training  Program 

Before  management  can  select  the  proper  sales 
force  it  must  knov/  the  character  of  the  iiarket  where 
it  will  work.  Salesmen  who  are  trained  according 
to  the  characteristics  of  the  market  will  be  better 
able  to  obtain  a steady  flow  of  orders  from  the 
territory. 

e . Product  Developement 

Sales  of  a product  sometimes  fall  off  because 
the  product  fails  to  keep  pace  with  the  times. 
•Products  of  industry  like  other  parts  of  our  econ- 
omy are  not  static.  They  are  never  perfect  and 
are  constantly  subject  to  Improvement  or  refine- 
ment. Business  men  use  market  research  to  find 
what  changes  the  consumer  v/ants  in  the  product  so 
that  he  v/ill  continue  to  demand  it.  It  is  claimed 
by  some  that  the  1949  model  automobiles  are  in  many 
cases  the  result  of  consumer  demand  for  certain 
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improvements.  Outboard  motor  m.anufacturers 
feature  a newly  developed  gear  shift  for  the  first 
time  in  1949.  Before  the  gear  shift  principle  wes 
adopted  a market  research  organization  asked  pot- 
ential customers  if  they  wanted  such  a device, 
hov;  much  v/ould  they  pay  for  it,  and  how  much  extra 
weight  they  would  stand  in  the  new  motor.  The 
writer  participated  in  the  survey  and  today  we  can 
see  that  the  acceptance  of  the  new  principle  does 
verify  the  answers  obt^irted  by  market  research 
prior  to  manufacture. 

To  stabilize  sales  in  our  economy  is  a definite 
impossibility.  To  change  the  seasonal  demand  for  certain 
goods  usually  Involves  extra  costs  which  far  exceed  the 
extra  revenue.  To  add  stability  to  the  sales  of  an  individ- 
ual producEr  seems  quite  possible.  In  terms  of  stability 
there  is  no  more  desireable  situation  than  to  have  goods 
produces  and  consumed  at  a constant  rate.  When  sales  are 
stabilized  it  then  becomes  quite  simple  to  stabilize  pro- 
duction. 

Since  sales  volume  depaend  upon  the  uncontrollable 
desires  of  a sometimes  fickle  public  it  would  be  folly  to 
put  full  emphasis  on  sales  in  an  effort  to  stabilize  pro- 
duction. We  then  move  back  a step. to  see  what  additional 
production  techniques  can  be  combined  with  those  sales 
techniques  at  our  disposal.  To  more  adequately  control 
production  we  look  to  the  worker  and  ask  him  if  he  will  per- 
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form  a variety  of  tasks  for  the  sake  of  a job.  There  is  no 
one  answer  to  the  problem  of  stabilization  because  stab- 
ilization itself  is  not  something  that  can  be  defined.  The 
subject  of  stabilization  is  discussed  because  it  is  felt  that 
a greater  degree  of  stabilization  than  we  now  have  would  be 
better  for  the  great  mass  of  American  v^orkers.  However,  the 
techniques  described  above  indicate  the  tools  at  management's 
disposal  which,  if  properly  used,  vjill  bring  about  a greater 
degree  of  stability  than  we  have  had  in  the  past  and  reduce 
the  evergrowing  possibility  of  further  government  intervent- 
ion in  industry. 
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CHAPTER  VII 

INCIDENCES  0_P  _S TABILIZEL  PRODUCTION 

To  stabilize  production  may  require  management  to 
change  some  of  its  long  established  policies.  It  may  require 
that  some  people  give  up  responsibilities  and  that  others 
assume  greater  responsibilities.  It  may  require  that  some 
shall  gain  nev;  authority  while  others  will  relinquish  auth- 
ority. Since  a program  0(ff  stabilization  will  cause  gianage- 
ment  to  alter  its  course  the  question  might  well  be  asked 
as  to  what  management  has  to  gain. 

Management  should  consider  that  it  has  a three- 
fold obligation.  Management  has  a responsibility  to  those 
v/ho  have  invested  in  the  business,  it  has  a responsibility 
to  workers  who  want  enough  work  to  live  a decent  life,  it 
also  has  a responsibility  to  the  community  since  the  commun- 
ity actually  must  support  the  organization.  Despite  this 
responsibility,  management  can  gain  through  stabilized  oper- 
ations. The  change  of  an;y  plan  always  creates  some  risk 
but  experience  has  shown  that  stabilization  brings  advan- 
tages to  an  organization  that  can  be  obtained  in  no  other 
way. 

This  chapter  will  be  devoted  to  specific  plans 
for  stabilized  production  that  have  been  aoplled  and  whose 
results  are  neasureable.  In  this  section  reference  will  be 
made  to  previously  discussed  techniques/ 
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Case  Study  Nmnber 

This  case  involves  a manufacturer  of  automotive 
parte  who  has  stabilized  his  production  through  the  obtain- 
ing of  advance  orders.  The  company  liberalized  its  credit 
terms  on  orders  received  ahead  of  time.  Despite  the  heavy 
seasonal  demand  for  its  products  the  company  has  been  able 
to  obtain  enough  off-season  orders  to  run  off-season  pro- 
duction which  results  in  a good  annual  balance. 

The  management  of  the  company  long  realized  that 
unstable  operations  were  costly  and  undesireable . It  was 
not  until  the  state  passed  a law  requiring  employers  to  pay 
a 4^  levy  on  payroll  for  unemployment  benefits  that  m.anagement 
felt  it  could  no  longer  defer  a plan  for  stabilization . ) 

The  plan  was  simply  to  get  advance  orders  from  a fair  cross 
section  of  the  customers  which  would  also  serve  as  an  in- 
dication of  the  lines  that  would  be  purchased  during  the 

coming  season  as  well  as  warrant  actual  production  sched- 

« 

't 

uling . 

To  illustrate  hov;  the  plan  works,  salesmen  offered 
customers  extended  datings  on  all  advance  orders.  This  re- 
quired a December  shipping  of  orders  placed  in  September 
with  payment  completed  by  the  customer  in  March.  Since  this 
was  a distinct  departure  from  the  usual  terms  of  net  10th. 

(1) Minnesota  American  Legion  Foundation,  ''To  make  More  Steadv 
.Tobs  and  To  Make  More  Jobs  Steady . 

(2 ) Un employment  insurance  taxes  are  levied  on  employer  payroll 
based  on  the  unemployment  record  of  the  employer.  Rates 
may  vary  from  a low  of  0 to  a high  of  4^epending  upom  the 
state.  See  Appendix  A for  complete  schedule  of  rates. 
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of  the  following  ;Tionth  many  customers  took  advantage  of  it. 
More  customers  took  advantage  of  the  offer  because  it  assured 
full  delivery  of  the  order  prior  to  the  seasonal  peak. 

Others  ordered  in  advance  to  maintain  a better  year-round 
stock. 

The  great  advantage  of  this  plan  to  management 
comes  from  the  fact  that  advance  orders  are  indicators  of 
what  will  follow,  product  by  product,  during  the  "regular 
season".  It  was  found  that,  as  a general  rule,  those  cust- 
omers who  placed  their  orders  in  advance  v/ere  leaders  in  the 
field.  Only  after  exercising  their  best  judgement  in  fore- 
casting for  the  future  did  they  place  advance  orders. 

After  the  advance  orders  are  obtained  it  became 
possible  to  forecast  quite  accurately  what  production  should 
be.  Projecting  advance  orders  as  a prediction  of  the  years 
business  permits  the  plant  to  make  longer  runs  from  each 
machine  set-up  which  cuts  costs  materially. 

Savings  From  the  Plan 

What  does  it  cost  to  operate  this  plan?  Accounts 
Receivable  losses  plus  larger  inventories  have  increased 
operating  costs  less  that  1^.  Savings  because  of  longer 
machine  runs  reduced  manufacturing  costs  2%,  Labor  costs 
under  this  plan  were  reduced  S%  by  reducing  intermittent 
employment.  Intermittent  employment  results  in  work  stret- 
ching and  many  times  reduces  output  because  workers  tempor- 
arily lose  their  skill.  In  addition,  there  were  payroll  tax 
savings  of  approximately  Z>%  of  the  payroll. 
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In  addition,  tlie  following  benefits  accrued  to 
the  workers.  Prior  to  the  adoption  of  the  plan  only  79^  of 
the  working  force  was  working  during  the  average  month;  after 
the  plan  was  installed,  9Q%  were  employed  in  an  average  month. 

During  a low  month  only  61  of  the  force  was  employed  before 

the  plan  and  97.8^  were  employed  during  the  low  month  after 

the  plan  had  been  operating.  At  least  this  part  of  the  work- 

ing force  had  continuous  employment  as  a result  of  management’s 
desire  to  stabilize. 

Case  Study  Number  2 ( ^ ) 

This  study  presents  the  techniques  employed  by 
the  Armstrong  Cork  Company  of  Lancaster,  Pennsylvania. 

Armstrong  is  probably  best  known  for  linoleum  and  other 
floor  and  wall  coverings.  In  all,  however,  they  have  some 
300  products  manufactured  by  four  divisions  spread  oVer  15 
plants . 

Prior  to  regularizing  production,  there  were  con- 
stant rises  and  dips  in  production  often  showing  a variation 
of  300^  from  the  low  level  to  the  high.  To  allow  for  prod- 
uction stabilization  Armstrong  adopted  tw'o  basic  principles 
of  operation:  first,  gearing  oroduction  to  anticipated 
future  sales  and  secondly,  manufacturing  to  stock  rather  than 
to  order. 

In  order  to  operate  such  a plan  Armstrong  set  up 

(1)  Material  from  this  case  obtained  from  Armstrong  Cork 
Company,  Factory  Management  and  Maintenance,  July  1946 
and  Y/right,  'i/Vilson,  '*Fore casting  for  Profit”  (New  York: 

John  Wiley  and  Sons,  Inc.  1947. 
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three  stages  to  stabilization: 

1.  The  creation  of  an  overall  plan  by  the  cen- 
tral planning  department.  The  overall  plan  starts 
with  the  company  economist  who  prepares  a fore- 
cast of  sales  and  prices  for  the  coming  year  based 
upon  national  and  international  developements , 

All  possible  elements  that  could  effect  the  company's 
sales  are  included  and  an  overall  level  of  sales  is 
determined.  Each  commodity  sales  manager  then  pre- 
pares an  Individual  commodity  forecast  of  expected 
sales  based  on  the  overall  forecast.  Company  off- 
icials then  analyze  all  sales  estimates  as  are  nec- 
essary in  terms  of  the  company's  planned  policy 
for  the  year  ahead.  The  sales  estimate  when  final 
becomes  the  basis  for  the  production  schedule. 

2.  The  second  stage  is  the  translation  of  the  over- 
all production  plan  by  the  factory  planning  depart- 
ment into  specific  production  orders  to  meet  both 
current  customer  demand  and  inventory  requirements, 

3.  The  third  stage  Involves  checking  the  planned 
production  with  actual  performance  and  measuring 
the  accuracy  of  the  forecast  of  customer  demand  by 
both  the  central  planning  department  and  factory 
planning  department. 

The  Armstrong  plan  met  with  considerable  success, 
Armstrong  prices  allow  the  company  to  maintain  a good  com- 
petitive position  and  production  to  inventory  has  resulted 
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in  an  obsolescence  factor  lower  than  .8  of  1%.  In  addition 
the  secure  v/orking  force  has  increased  its  productivity  and 
lowered  costs  of  production.  The  reduction  in  labor  turn- 
over has  given  the  company  a more  satisfactory  unemploy7nent 
insurance  rate.  Figure  10  shows  the  relation  of  sales,  in- 
ventory and  production  as  the  plan  operates.  It  is  well  to 
note  that  the  three  do  not  run  in  parallel.  By  producing 
to  inventory,  production  can  be  stabilized  without  the  level- 
ing off  of  sales. 

Case  Study  Number  5 (1 ) 

This  case  considers  the  plan  to  stabilize  production 
for  a leather  goods  manufacturer.  The  technique  used  in  this 
case  is  that  of  centralized  control  over  personnel  to  achieve 
the  gains  mentioned  in  Chapter  V.  Generally,  the  method  in- 
volved was  that  of  dovetailing  department  production  sched- 
ules and  transferring  workers  when  necessary. 

In  leather  manufacturing  Industries,  the  raw  mat- 
erial makes  up  a large  portion  of  total  manufacturing  costs. 
'Quality  of  product  is  of  major  Importance  in  obtaining  a 
satisfactory  sales  volume  and  profit  level.  Since  the  work 
is  largely  done  by  hand  the  type  of  worker  selected  is  of 
great  importance.  Steady  production  was  chosen  as  a means 
to  maintain  quality  and  a steady  price  level.  There  was 
also  a desire  on'  the  part  of  management  to  give  workers 
more  stable  employment  than  they  had  in  the  past. 

.(1)  Minnesota  American  Legion  Founds  t ion  i 'To  Make  iiore  Steadv 
Jobs  and  To  Make  More  Jobs  Steady  ’ 
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Since  the  success  of  this  plan  rested  with  control 
over  workers  which  v^ould  allow  management  to  transfer  them  as 
needed  the  more  obvious  obstacles  to  transfer  had  to  be  elim- 
inated. To  illustrate;  In  one  department  the  machine  jobs 
were  light,  clean  and  required  a fair  amount  of  skill.  The 
labor  jobs  were  heavy,  dirty  and  far  less  desireable.  As  a 
result  machine  workers  v;ould  rather  have  no  work  than  to  fill 
in  on  a laboring  job.  To  break  down  this  resistance  manage- 
ment installed  piece  rates  op  the  laboring  jobs  that  enabled 
workers  to  earn  as  much  or  more  than  the  machine  workers. 
While  this  practice  may  be  questioned  if  proved  to  be  all 
the  incentive  necessary  to  break  down  the  resistance  against 
a transfer  to  a laboring  job.  The  result  is  a far  greater 
degree  of  stability  than  before. 

As  a result  of  centralized  employment,  workers 
have  been  transferred  to  avoid  lay-off.  40fo  of  the  work- 
ers are  able  to  handle  two  or  three  different  types  of 
work,  skilled  or  semi-skilled.  This  developement  of  mul- 
tiple skills  has  brought  a definite  Increase  In  the  quality 
of  product.  Now  that  practically  any  job  in  the  plant  can 
be  filled  by  a man  trained  at  that  job,  the  quality  of  work 
has  increased  as  well  as  output  per  man  hour. 

Managementnhas  assumed  the  responsibility  for 
having  enough  men  trained  so  that  vacancies  can  be  filled 
wherever  they  may  exist.  The  training  in  new  skills  is  not 
as  difficult  as  it  might  seem  since  all  workers  have  a basic 
knowledge  of  leather  and  the  additional  skills  are  in  fields 
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related  to  the  basic  skill.  Nearly  all  jobs  are^  on  a piece 
rate  so  that  :nen  need  accoTioda tion  rates  while  learning  new 
skills.  The  accomodation  rate  equals  the  rate  that  the  men 
earn  on  the  past  job.  The  accomodation  rate  remains  in  force 
until  the  worker  is  able  to  exceed  this  rate  through  the 
application  of  piece  rates. 

Savings  fr om  the  Plan 

The  savings  from  this  plan  are  an  increased  worker 
output  of  nearly  15,°^  plus  a decrease  in  payroll  tax  of  2,1%, 
The  company  through  its  policy  of  using  current  employees 
wherever  vaoancies  exist  rather  than  venturing  into  the  labor 
market  for  a short  time  qualified  the  company  for  the  min- 
imum unemployment  insurance  rate. 

There  are  other  gains  from  this  plan  that  may  not 
qualify  as  savings.  Labor  turnover  decreased  to  the  point 
where  onl\^  1 man  left  vol^untar ily  over  a tw'o  year  period;  he 
left  to  retire.  Worker  incomes  increased  by  24^  and  manage- 
ment further  gained  by  making  more  of  a better  product  at  a 
lov/er  cost. 

Statistically,  the  effectiveness  of  this  plan  is 
measured  as  follows:  Before  the  plan  only  lb%>  of  the  work- 

ers were  normally  employed,  now  100%,  Before  the  plan  only 
66%  of  the  workers  were  employed  during  a lov;  week.  After 
the  plan,  100^  of  the  workers  were  continuously  employed  for 
over  two  years. 
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Case  Study  Numbe r 4 ( ^ ) 

This  case  Involves  a large  meat  packing  establish- 
ment that  had  a poor  record  of  stability  prior  to  their 
efforts  to  stabilize.  The  problem  here  is  much  different 
than  those  previously  discussed.  The  raw  material  is  so 
highly  perishable  that  it  must  be  processed  within  36  hours 
after  the  slaughter.  The  carcass  has  no  value  for  human 
consumption  if  not  processed  within  72  hours.  Another  dif- 
ficulty arises  from  the  Irregular  supply  of  raw  material. 
Receipts  of  raw  material  depend  upon  such  factors  as  price 
of  livestock,  grain  prices,  weather  and  the  quantity  of 
cattle  ready  for  market.  Since  the  slaughter  and  processing 
of  livestock  is  done  on  a continuous  process  conveyor  plan 
the  rate  of  production  is  limited  by  mechanical  capacities. 
Finally,  the  limitation  of  the  Wages  and  Hours  Law  restricts 
management  in  the  scheduling  of  production. 

To  acc"raplish  more  stable  production  and  employ- 
ment the  company  used  mainly  three  techniques:  first,  chang- 
ing seniority  practices.  Prior  to  the  plan  the  organization 
had  departmental  seniority  which  restricted  the  use  of  per- 
sonnel in  different  departments.  The  change  was  to  company 
seniority  which  allowed  for  all  sorts  of  transfers  with  no 
union  objections. 

Secondly,  to  avoid  needless  lay-offs  and  hirings 
all  personnel  functions  were  centralized  in  the  personnel 
office  which  had  complete  control  over  the  transfer  of 
personnel.  Production  departments  were  required  to  schedule 

(0.  H.  A.  Com  oa^n  y 
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production  based  upon  the  ability  of  the  personnel  department 
to  furnish  men  from  v/ithln  the  company.  The  extent  to  which 
transfers  were  utilized  is  greater  than  one  might  expect. 

35^  of  the  employees  were  transferred  between  departments 
and  50%  of  the  employees  were  transferred  to  jobs  within  their 
department.  To  set  up  a system  to  control  such  numerous 
transfers  involves  additional  expense  which  to  date  has  more 
than  been  covered  through  lower  costs  of  labor  turnover. 

Figure  11 

Meat  Packing  Industry 
Lay-offs  per  100  Employees 

I QO 

S o 

(90  . 

Zo 

/93o  3t  JX  33  3^  sjr  s7  bV 

Source:  Co, 

A third  technique  used  was  the  flying  squadron  of 
utility  men  under  the  immediate  control  of  the  personnel 
department.  Since  departmental  requirements  are  usually  for 
a few  men  for  a shont  period  of  time  the  hiring  of  outside 
personnel  is  costly.  When  flying  squadrons  are  not  on  pro- 
duction work  they  are  placed  on  maintenance  work  from  which 
they  may  be  removed  immediately. 
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The  savings  from  this  plan  v/ere  on  operating  costs 
and  payroll  taxes.  In  1930  the  lay-off  rate  for  the  company 
was  75  per  100  employees  and  in  1937  it  was  reduced  to  4 per 
100  ©mployees.  This  reduction  in  turnover  has  greatly  re- 
duced training  costs  and  has  eliminated  the  wastes  in  pro- 
duction that  are  common  when  inexperienced  help  is  used. 
There  is  less  wasted  material,  there  are  fewer  broken  tools 
and  maintenance  costs  are  generally  lower. 

Case  Study  Number  5^ ^ ^ 

Eastman  Kodak  ^omoany  has  had  a well  defined  pro- 
gram of  stabilization  since  1904.  The  plan  has  succeeded 
over  the  years  because  company  officials  recognized  that 
changes  in  product,  demand  and  production  methods  require 
corresponding  changes  in  management  techniques  which  result 
in  regularized  production. 

To  illustrate  the  techniques  employed  to  gain 
stabilized  production  a low-cost  mass-production  product 
has  been  taken.  The  calendar  year  has  been  divided  into 
thirteen  four-week  periods  and  a portion  of  annual  sales 
has  been  assigned  to  each  period  based  on  past  refiords  plus 
consideration  of  the  future  plans  of  the  company. (See  Col. 

1,  Table  3,  page  38)  The  portion  of  sales  assigned  to  each 
period  is  determined  as  a per  cent  of  the  whole  and  is  later 

(1)  Material  obtained  from  Eastman  Kodak  Ciompany  and 

Brumbaugh  and  Kellogg,  'Business  Statistics"  ('Chicago: 

R.D.  Irwin  Inc.  1947) 
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converted  into  dollar  value  or  unit  production. 

Production  is  planned  on  the  initial  assumption 
of  a minimum  stock  of  three  period’s  supply (See  Col. 3, 

Table  3)  which  should  be  available  at  the  be  inning  of  each 
period.  Thus  4.7  plus  6.0  plus  6.2  or  16.9  represents  the 
percent  of  annual  sales  that  should  be  on  hand  at  the  start 
of  the  first  period.  This  technique  will  not  stabilize  ' 
production  or  employment.  Column  3 of  Table  3 indicates  how 
this  Initial  assumotion  can  affect  production.  Production 


Table  3 

Preliminary  Scheduling  to  Determine 
Per  cent  of  Annual 


Seasonal 

3 Period 

Production 

Normal 

Period 

Sales 

Supoly 

Rate 

Stock 

I 

l6 .9  " 

7.8 

“3X72“ 

II 

6.0 

20.9 

7.9 

34.3 

III 

6.2 

24.8 

7.9 

36.2 

IV 

8.7 

28.3 

7.9 

37.9 

V 

9.9 

29.8 

7.9 

37.1 

VI 

9.7 

32.0 

7.8 

35.1 

VII 

10.2 

33.2 

7.8 

33.2 

VIII 

12.1 

30.8 

7.8 

30.8 

IX 

10.9 

23.8 

6.0 

26.5 

X 

7.3 

17.7 

7.8 

21.6 

XI 

5.1 

13.8 

7.8 

21 . 6 

XII 

4.8 

13.4 

7.8 

24.3 

XIII 

3.9 

14.6 

7.8 

27.3 

Source : 

Brumbaugh  and 

Kellogg, 

’’Business  Statist 

ice” 

is  practically  equalized  in  all  periods  except  the  ninth. 
During  this  period  only  6%  of  annual  production  is  scheduled 
because  several  days  are  assigned  for  machine  repair  and 
employee  vacations. 

The  v;hole  planning  process  is  a combination  of 
human  judgement  and  application  of  formula.  To  reduce 
personal  bias,  the  objective  formula  is  employed  as  far  as 
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practical  but  it  must  be  tempered  by  the  expected  course  of 
business  activity.  Judgement  is  so  closely  hedged  by  the 
objective  measurement  that  there  is  slight  possibility  of 
the  planning  function  breaking  down  due  to  the  failure  of 
the  personal  element. 

The  result  of  producing  to  inventory  has  been  to 
fix  production  at  a rate  thr>t  will  give  workers  a full 
week's  work  throughout  the  year.  'I'he  plan  does  not  depend 
upon  a particular  volume  of  sales  because  the  production 
rates  are  planned  as  parts  of  the  whole.  Unless  sales  fall 
far  below  a basic  minimum  the  plan  can  be  followed.  A com- 
parison of  sales,  production  and  employment  is  made  in  Fig- 
ure 12  which  shows  graphically  the  effect  of  stabilization 
on  these  factors.  The  slump  in  production  during  the  ninth 
period  has  no  bearing  on  employment  as  explained  above. 
Summary 

The  fact  that  all  cases  cited  have  proven  bene- 
fitlal  to  all  parties  might  lead  one  to  believe  that  all 
such,  plans  have  a happy  ending.  Unfortunately,  little  has 
been  made  public  on  stabilization  plans  that  have  failed. 

The  Minnesota  American  Legion  Foundation  has  made  a survey 
of  109  business  organizations  who  have  successfully  developed 
stabilized  production. 
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CONCLUSIONS 

There  are  certain  groups  that  tend  to  gain  through 
general  instability  in  our  economy.  These  are  the  people 
wbo  speculate  in  various  ways  with  changes  in  prices.  ■‘•'hey 
gain  during  rising  prices  and  attempt  to  pull  out  v/ith  their 
profits  before  prices  fall.  The  great  bulk  of  American  workers 
are  not  in  a position  to  benefit  from  rises  and  falls  in  the 
price  level.  Instead,  they  are  caught  in  betv/een  when  prices 
rise  since  v;ages  always  follow  prices  upv/ard  and  are  caught 
again  when  prices  fall  through  decreases  employment  or  unemploy- 
ment. Most  of  these  people  do  not  understand  why  there  is 
such  instability  in  incomes,  production  and  prices  but  each 
one  feels  the  effect  of  these  rises  and  falls.  To  them  the 
problem  of  instability  is  important  for  during  periods  of 
relative  stability  the  wage  earner  obtains  a maximum  in  his 
standard  of  living. 

It  is  not  the  intention  of  production  stabilizat- 
ion urograms  to  keep  production  at  a fixed  level.  Stability 
is  relative.  When  the  great  mass  of  people  suffer  from  con- 
stant changes  in  economic  activity,  the  economy  is  unstable. 
Vifhen  workers  know  v;ith  a fair  degree  of  certainty  that  they 
will  receive  a regular  pay  check  six  months  or  a year  ahead 
they  feel  that  there  is  stability.  Stabilization  techniques 
are  designed  to  reduce  not  eliminate  instability.  It  is  a 
too  common  belief  that  stabilization  means  regulation  to  a 
point  where  all  workers  will  be  guaranteed  a full  week's 
work.  Stabilization  alms  to  give  more  workers  a full  week's 
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work. 

The  gains  from  stabilization  are  definitely  not  one 
sided.  This  thesis  has  tried  to  establish  that  both  manage- 
ment, labor  and  the  community  can  gain  through  a more  stable 
economy.  The  gains  to  each  group  are  suimiiarized  below: 

Ma na  geme nt  G-ains 

1.  Better  machine  utilization.  Yvith  production 
stabilized,  a given  volume  of  work  can  be 
done  with  fewer  machines  or  a higher  output 
can  be  obtained  from  existing  equipment. 

2,  Decreased  production  costs.  As  a result  of 
better  mach-’.ne  utilization  and  stable  work- 
force manufacturing  costs  can  be  lowered. 
Be~bter  quality  product.  By  decreasing  labor 
turnover,  green  or  Inexperienced  labor  is 
reduced  which  reduces  material  waste  and 
gives  a better  quality  product. 

4.  Lower  employment  costs.  Lower  labor  turn- 
over reduces  costs  of  employment  and  train- 
ing. Costs  of  replacing  skilled  workers 

/ 

vary  from  a few  to  several  thousand  dollars. 

5.  Lower  unemployment  Insurance  costs . Through 
application  of  the  merit  rating  princiole 
employers  with  low  unemploymient  rates  can 
reduce  the  Insurance  costs.  V^lsconsln  has 

a maximum  rate  of  4%'  and  a minimum  rate  of  Q. 
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6.  Fem^er  Personnel  problems.  Workers  v/ho  are 
reasonably  sure  that  they  will  be  given 

work  at  a uniform  rate  are,  for  the  most  part, 
contented.  The  minor  personnel  ailments  are 
overshadowed  by  the  feeling  of  security. 

7.  I.arger  sales  volume.  In  many  instances  man- 
agement has  increased  the  sales  volume  con- 
siderably by  being  better  able  to  serve  cus- 
tomers as  a result  of  maintaining  inventories 
at  relatively  high  levels. 

8.  Elimination  of  overtime.  Stabilization  often 
does  away  with  costly  overtime  which  results 
in  lower  production  costs. 

Stabilization  requires  planning.  To  stabil- 
ize requires  management  to  be  extremely 
critical  of  the  plan  of  operation.  It  re- 
quires imamagement  to  forecast  accurately  for 
all  factors  pertaining  to  manufacture  and 
administration . 

10.  Better  worker  morale.  A secure  working  group 
has  fewer  worries  and  distractions  than  an 
insecure  group. 

1 1 . Lower  workmen’s  compensation  costs . W ell 
trained  workers  are  less  apt  to  be  Involved 
in  accidents,  green  wotkers  areefar  more 

, accident  prone. 

12.  More  interested  v/orkers. 
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Labor  Gains 

1.  V^orkers  can  plan  future  security.  V/ith  reg- 
ular Incotnes  workers  can  make  commitments 
against  earnings  for  insurance  and  retire- 
ment . 

2.  Improved  standard  of  living.  With  stable 
incomes  workers  can  maintain  their  living 
standard.  It  may  also  be  raised  since 
longer  term  commitments  can  be  made  in 
homes,  auto,  and  the  like. 

3.  Greater  independence  and  pride.  With  a 
stable  income  the  worker  can  be  more  inde- 
pendent. He  need  not  lean  on  any  one  for 
his  existence.  ■‘•he  worker  can  have  the  feel- 
ing that  he  is  earning  his  v;ay  and  is  depend- 
ent only  on  his  employer. 

Community  Gains 

1.  A higher  standard  ofnliving.  The  community 
with  little  if  any  relief  problem  is  better 
able  to  render  those  services  that  will 
make  living  more  enjoyable. 

2.  Attract  new  business.  Business  organ- 
izations like  prosperous  locations.  Vi^ith 
more  business  the  total  burden  can  be  dis- 
tributed over  more  people  and  property  thus  . 

improving  the  desireability  of  the  communi.tjT' . 
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With  advantages  accruing  to  all  parties  concerned 
that  can  come  in  no  other  way  in  a systen  of  free  enter- 
prise management  should  recognize  this  challenge.  Stabil- 
ization begins  with  management’s  decision  to  consider  this  in 
all  major  decisions.  V/ith  the  forces  behind  the  worker  con- 
stantly pressing  for  new  gains,  it  is  quite  possible  that 
additional  gains  will  be  toward  an  annual  v^^age.  If  manage- 
ment waits  it  may  be  forced  to  accept  a plan  made  by  out- 
siders for  the  benefit  of  one  group.  If  management  takes 
the  initiative  and  developes  a plan  that  will  g’ve  the 
workers  security,  that  plan  can  be  one  of  management |s  own 
choosing. 
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Appendix 


Unemployment  Insurance  Rates  by  State 


State 


Maximum 


Minimum 


Alabama 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

D.C. 

Florida 

Georgia 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

^lassachusetts 

Michigan 

Minnesota 

Mississippi 

Missouri 

Montana 

Nebraska 

Nevada 

New  Hampshire 
New  Jersey 
New  Mexico 
New  York 
North  Carolina 
North  Dakota 
Ohio 

Okl ahoma 

Oregon 

Oklahoma 

Pennsylvania 

Rhode  Island 

South  Carolina 

Tennessee 

Utah 

Virginia 

Washington 

Wisconsin 

vi^yomlng 


2.7 

2.7 

2.7 

2.6 

2.7 

2.7 

2.7 

2.7 

2.7 

2.7 

2.7 

2.7 

2.7 

2.7 

2.7 

2.7 

2.7 

2.7 

4.0 

3.2b 

2.7 

3.6 

2.7 
2.7 
2.7 
2.7 

2.7 

2.7 

2.7 

2.7 

2.7 

2.7 

2.7 

2.7 

2.7 

2.7 

2.7 

2.7 

2.7 

2.7 

4.0 

3.5 


• b 

1.0 

.9 

.25 

.2 

.1 

.1 

.5 

1.1 

.5 

.0 

.7 

.0 

.9 

.9 

.3 

.5 

1.0 

.5 

.9 

.0 

1.0 

.2 

.5 

.5 

.3 

.3 

Direct  Merit  Rate 

.27 

.3 

1.3 
1.0 
1.0 
1.0 
1.3  ■ 

.5 

.5 

Direct  ^-^erlt  Rate 

.3 

Direct  Merit  Rate 

.0 

.5 


Rates  for  194®  from  Prentice-Hall  Tax  Service 
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